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Florida Public Service Commission
Division of Communications
Certification & Compliance Section
2540 Schumard Oak Blvd.
Tallahnssee, FL. 32399-0850

(904) 413-6600

ot

i
AR
oy

- RE:  Application of Inter-Tel NetSolutions, Inc. for Authonity to Provide Local Exchange
.. Telecommunications Service Within the State of Flonda

Dear Filing Clerk:

Enclosed is the original and six copics of Inter-Tel NetSolutions Inc.’s Application for
Authority to Provide Local Exchange Telecommunications Service Within the State of Flonda

Also enclosed is a check made payable 10 the Flonda Public Service Commussion in the
amount of $250.00 to cover the charge of the filing fec.

Please file stamp the extra copy and return to me in the enclosed self-addressed envelope

Sincerely,

@‘J#ﬁ’;{,«a’——

Miguel A. Huerta

. . Chock recetved with filing and

enclosures forwarded 1o Fiscal for deposit.
Fiscni 10 forward & copy of check
1o AR with proof of deposil.

| B mummmm.
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This is an application for (check one):
(¥) Original authority (new company)

() Approval of transfer (to another certificated company)
Example, a certificated company purchases
an existing company and desires to retain
the original certificate authority.

() Approval of assignment of existing certificate (to a

noncertificated company)
a non-certificated company

purcnasés an existing company and desires
to retain the certificate of authority
rather than apply for a2 new certificate.

() Approval for transfer of control (to another certificated company)
, a company purchases 51% of a
certificated company. The Commission must
approve the new controlling entity.

Name of applicant:

Inter-Tel HetSolutions, Ine.

Mame under which the applicant will do business (d/bfa):

Inter-Tel NetSolutions, Inc.

If applicable, please provide proof of fictitious name (d/bja)
registration.

Fictitious name registration number: "'/ 7 o

A. HNational mailing address including street name, number, post office
box, city , state, zip code, and phone pumber.

Inter-Tel NetSolutions, Inc., 120 M. 44th Street, Suite 300
Phoenix, AZ 85034 (602) 302-8989

B. Florida mailing address including street name, number, post
office box, city , state, zip code, and phone pumber.

BO10 Woodland Center Blvd,, Ste, 1200

Tampa, FL 33614-2909 (813) B84-1010

FORM PSC/CMU B (11/95)
Required by Chapter 364.337 F.S.

-2



10.

11.

12.

13.

Structure of organization:

{ ) Individual ») Corporation

( ) Foreign Corporation ) Foreign Partnership

{ ) General Partnership } Limited Partnership

{ ) Joint Venture Other, Please explain

If applicant is an individual, partnership, or joint venture, please
give name, title and address of each legal entity.

Nat Applicable

State whether any of the officers, directors, or any of the ten
largest stockholders have previously been adjudged bankrupt,
mentally incompetent, or found guilty of any felony or of any crime,
or whother such actions may result from pending proceedings. If so,

please explain.

None of the officers, directors or the sele stockholder have
been adjudged bankrupt, mentally incompetent or found gquilty
of a crime.

If incorporated, please provide proof from the Florida Secretary of State
that the applicant has authority to operate in Florida.

Corporate charter number: P33309

Please provide the name, title, address, telephone number, internet
address, and facsimile number for the person serving as ongoing liaison
with the Commission, and if different, the liaison responsible for this
application. Ms. Lonnie J. Barrett, Corporate Paralegal,
Inter-Tel, Inc., 120 N. 44th Street, Suite 200, Phoenix, AZ
85034. (602) 302-8966 (Phone): (602) 302-8929 (FAX)

Please 1ist other states in which the applicant is currently providing or
has applied to provide local exchange or alternative local exchange

service.

Pleagse sec Attachment A

Has the applicant been denied certification in any other state? 11 so,
please 1ist the state and reason for denial.

No.

Have penalties been imposed against the applicant in any other state? If
so, please 1ist the state and reason for penalty. HNo. Inter-Tel

NMetSolutions has never had a complaint lodged agyainst it since

it began providing interexchange service in 1991.

FORM PSC/CMU & (11/95)
Required by Chapter 364.337 F.S.




14.

15.

16.

Please indicate how a customer can file a service complaint with your
company.

Please sec Attachment B

Please complete and file a price list in accordance with Commission Rule
25-24.825.

Please see Attachment C

Please provide all available documentation demonstrating that the
applicant has the following capabilities to provide alternative local

exchange service in Florida.
A. Financial capability.
Regarding the showing of financial capability, the following applies:

The application should contain the applicant’s financial statements
for the most recent 3 years, including:

1. the balance sheet
2. income statement
3. statement of retained earnings.

Further, a written explanation, which can finciude supporting
documentation, regarding the following should be provided to show

financial capability.

1. Please provide documentation that the applicant has sufficient
financial capability to provide the requested service in the
geographic area proposed to be served.

2. Please provide documentation that the applicant has sufficient
financial capability to maintain the requested service.

3. Please provide documentation that the applicant has sufficient
financial capability to meet its lease or ownership obligations.

MOTE: This documentation may include, but is not limited to,
financial statements, a projected profit and loss statement, credit
references, credit bureau reports, and descriptions of business
relationships with financial institutions.

FORM PSC/CMU 8 (11/95)
Required by Chapter 364.337 F.5.




If available, the financial statements should be audited financial
statements.

If the applicant does not have audited financial statements, 1t shall
be so stated. The unaudited financial statements should then be signed by
the applicant’s chief executive officer and chief financial officer. The

signatures should attest that the financial statements are true and
cgr[g:;,

Plecase sece Attachment D

B. Managerial capability.
Please see Attachment E

C. Technical capability.

(If you will be providing Tlocal intra-exchange switched
telecommunications service, then state how you will provide access
to 911 emergency service. If the nature of the emergency 911
service access and funding mechanism is not equivalent to that
provided by the local exchange companies in the areas to be served,
described in detail the difference.)

Please see Attachment E

FORM PSC/CMU 8 (11/95)
Required by Chapter 364.337 F.S.




offici

Title:

AFFIDAVIT

By my signature below, I, the undersigned officer, attest to
the accuracy of the information contained in this application and
attached documents and that the applicant has the technical
expertise, managerial ability, and financial capability to provide
alternative local exchange service in the State of Florida. I have
read the foregoing and declare that to the best of my knowledge and
belief, the information is true and correct. | attest that 1 have
the authority to sign on behalf of my company and agree to comply,
now and in the future, with all applicable Commission rules and

orders.

Further, | am aware that pursuant to Chapter 837.06, Florida
Statutes, "Whoever knowingly makes a false statement in writing with
the intent to mislead a public servant in the performance of his
of ficial duty shall be guilty of a misdemeanor of the second degree,
punishable as provided h'rrh 776.082 and s. 775.083".

F

A S __%#f

John J. O'Block = (602) 302-8900
Telephone Number

al:

_Executive Vice President

Address: Inter-Tel NetSolutions, lnc.

120 M. 44th St., Suite 300

Phoenix, AZ HBS5034

FORM P5C/CHU 8 (11/95)
Required by Chapter 364.337 F.5.







. Attachment A

Status of providing telecommunications service in other stales




—

Inter-Tel NetSolutions has been authorized to provide
telecommunications service in the following jurisdictions indicated
below.

Interexchange Service
Jurisdiction Date
1. Alabama . R G 2 ceptember 10, 1996
2 Arizona =R T . . January 16, 1991
3. California B & E i G R . May 22, 1991
q. Colorado ‘ o B W January 24, 1991
g, Florida . . - e ., June 24, 1851
6 . Georgia . . . September 19, 1965
Ts Illinois . . . . March 28, 1937
8. Iowa . & W G Wow oM Gcrober 22, 1995
9. Kansas . . il e . . May 21, 1996
10. Louisiana S oW o wa d . April 1, 1391
11. Maryland . oo F April 24, 1991
12. Michigan . ¢ smo ot ; p January 28, 1991
13:. Missourl ¥, ¥ oy . June 7, 1991
14. Minnesocta . 4 s . . . November 7, 1995
15. Nebraska .o P June 25, 1996
16. Nevada . . ; . .« April 11, 1995
17. New Jersey g A ' January 31, 1931
18. New York . . ; ‘ May 30, 1991
19. New Mexico . April 10, 1995
20. ©Ohio , . December 17, 1952
21. Oregon . . 2 . July 23, 1996
22 Tenneasee = - . October 13, 1995
23 Texas . . YR o G E October 30, 15%0
24 Utah . . i . T : January 14, 1%%1
25. Virginia s i January 28, 1991
26. Washington T " ' May 30, 19491
27. Wisconsin . . . September 10, 1991
Local Exchange Service

Jurisdiction Date

March 28, 1997

1.

U
-

Illinols
Texano

Mesrrpm sy

R Y







Customer Complaint Procedures

The Customer Service Department will be the contact for
customer complaints. If customers wish tn resolve the complaint in
writing, they may send correspondence to:

Inter-Tel NetSolutions, Inc.

Customer Service Deparbtment

120 N. 44th Street, Suite 300

FPhoenix, AZ 85034
If customers prefer to discuss the matter with a Customet
Service Representative, they may call (800} 676-7601. Company
Service Representatives are available to asgist with cusntomer
service and billing inquiries Monc y through Friday between 7:00
a.m. - 5:00 p.m. mountain time. In addition, emergency service is
available twenty-four hours a day, seven days a week at the same

number,

Customer complaints regarding NetSclutions’® service are
administered by a NetSolutions Customer Service Representative,
The complaint is recorded and every attempt is made to regolve the
complaint on the initial call. If not, responsibility for
resclving the complaints belongs to the Customer Service
Representative taking the call. Each step of the troubleshoot ing
activity is documented and the customer 18 given follow-up reports,
as appropriate. The average complaint is resgolved within one

business day.

If there is still a disagreement about a service problem, the
matter will be reviewed by a Customer Service Manager. It the
matter is atill not resolved, NetSolutions will inform the customer
of the customer's rights to contact the Florida Public Service
Commission. Since NetSolutions began reselling long distance in
1991, it has never had a complaint escalate to this level.

A brief description of the gualifications of Mackey Selbig,
Vice President, Customer Service may be found at Attachment E to
this application.







Inter-Tel NetSolutions, Inc. Tariff No. 1

Original Title Page

TARIFF OF
INTER-TEL NETSOLUTIONS, INC.
APPLICABLE TO
LOCAL EXCHANGE SERVICE AND FACILITIES FOR
LOCAL EXCHANGE TELECOMMUNICATIONS SERVICES

WITHIN THE STATE OF FLORIDA

ISSUED: September 8. 1997 EFFECTIVE:

lesued by:

John J. O0'Block, Executive Vice President
Inter-Tel NetSolutions, Inc.

120 North 44'" Street, Ste. 300

Phoenix, Arizona 85034

G02/302-8989




Inter-Tel Netsolutionse, Inc. Tariff No.
Original Page No.

1
1

This tariff contains the descriptions, regulations, and
rates applicable to the furnishing of local exchange
service and facilities for local exchange
telecommunications services provided by Inter-rlel
NetSolutions, Inc., with principal offices at 120 N. 44th
Street, Suite 300, Phoenix, Arizona 85034. This tarift
is on file with the Florida Public Service Commission,
and copies may be inspected, during normal busineas
hours, at the Company's principal place of business.

ISSUED: September 6, 1337 EFFECTIVE:

Igaued by:

Jaohn J. O'Block, Executive Vice President

Inter-Tel NetSolutions, Inc.
120 North 44'" Street, Ste., 300
Phoenix, Arizona 85034
GD2K3Q2—H§BB




Inter-Tel Netsolutions, Inc.

Tariff No.
Original Page No. 2

CHECK SHEET

Sheets 1 through 30 inclusive of this tariff are effective as of
Original

the date shown at the bottom of the respective sheet (s).

and revised sheets as named below comprise all changes from the
original tariff and are currently in effect as of the date an the

bottom of this page.

SHEET REVISION
1 Original®
2 Originale
3 Original+
5 Original+*
6 COriginal®*
7 Originalw
B Original+
9 Original+

10 Original®
11 Original®
12 Criginale
13 Original®
14 Originalw#
15 Original®*
16 Original+*
17 Original*
18 Original®
19 Original®
20 Originale®
21 Original®
22 Original®
23 . Original®
24 Originals®
25 Original*
# Indicates a sheet submitted with this filing.

1SSUED: September 8, 1997

EFFECTIVE:

Issued by:

John J. ©O'Block,

Execut ive Vice President

Inter-Tel NetSolutions, Inc.

120

Phoenix,

North 44"

602/302-89B9

Arizona

Sctreet, Ste. 300
B5034




Inter-Tel Netsolutions, Inc. Tarilf No., 1
. Original Page No. 3

26 Original®*
27 Original+*
28 Original*
29 Original®"
30 Originale
. Indicates a sheet submitted with this filing.
ISSUED: September 8, 1997 EFFECTIVE: o
Issued by:

John J. O'Block, Executive Vice President
Inter-Tel NetSolutions, Inco.
120 North 44" Street, Ste. 300
. Phoenix, Arizona 85034
602/302-8989




Inter-Tel Netsolutions, Inc. Tariff No. 1

Original Page No. 4

TABLE OF CONTENTS

PAGE
Check SheEE . . . « « & s o o 0 = = & & = & =+ + = = = = = =+ = . 2
Application of Tariff . . . . . . . « « « « & v = -« - o . o o . B
Tarif€ Pormat i . & 5 & « & % 5 el w W 5 Eh w6 8 A s W W e i s B
Concurring, Connecting or Other Participating Carriers . . . . 8
Section 1 - Symbols, Technical Terms and Abbreviaticons G
Section 2 - Rules and Regulations . . . . . . . . . . . . . .+ 11
Section 3 - Products and Services . . . . . . . . . . . . . . 27
Section 4 - RAtEB . . .+ &+ « « + + 4o o % + o s+ 4 w e e 0 oa e o 29
ISSUED: September 8, 1997 EFFECTIVE:

Issued by:

John J. 0'Block, Executive Vice President
Inter-Tel NetSolutione, Inc.

120 North 44'" Street, Ste. 3100

Phoenix, Arizona 85034

6§02/302-R989




Inter-Tel Neteolutions, Inc. Tariff No. 1

Original Page No. %

APPLICATION OF TARIFF

This tariff contains the regulations and changes applicable to
local exchange telecommunications reseller services provided by
Inter-Tel NetSolutions, Inc. to customers within the State of

Florida.

ISSUED: September B8, 1997 EFFECTIVE:
Iasued by:

John J. O'Block, Executive Vice President
Inter-Tel NetSolutions, Inc.

120 MNorth 44'" Street, 5Ste. 300

Phoenix, Arizona 85034

602/302-B9B9




Inter-Tel Netsolutions, Inc. Tariff No. 1

Original Page No. 6

TARLIFE FORMAT

A, Sheet HNumbering - Sheet numbers appear in the upper right
corner of the page,. Sheets are numbered segquentially.
However, new sheets are occasionally added to the tariff.
When a new sheet is added between sheets already in effect, a
letter is added. For example, a new sheet added between
sheets 14 and 15 would be 14A.

B. sheet Revision Numbers - Revision numbers also appear in the
upper right corner of each page. These numbers are used to
determine the most current sheet version on file with the
Commission. For example, the 4th revised Sheet 14 cancels the
ird revised Sheet 14. Consult the Check Sheet for the sheet
currently in effect.

C. - There are nine levels of
paragraph coding. Each level of coding is subservient to its
next higher level:

2,
i |
2.1.1.
2.2.1.(A)
2.1.1.(A).1.
2.1.1. (A}.1. (a).
2.1.1.(A).1.(a).I.
2.1.1.(A) 1. (ta) .1.(1).
2.1.2. (A).1.(a) . T.t4) . 41).
ISSUED: September B8, 1997 EFFECTIVE: =

Issued by:

John J. O'Block, Executive Vice President
Inter-Tel NetSolutions, Inc

120 Morth 44" Street, Ste., 3i00

Phoenix, Arizeona 85034

602/302-8989




Inter-Tel Netsolutione, Inc. Tariff No. 1

Original Page No. 7

IARIFF FORMAT (CONT'DJ

Check Sheets - When a tariff filing is made with the
Commission, an updated check sheet accompanies the tariff
filing. The check sheet lists the sheets contained in the
tariff, with a cross reference to the current revision number.
When new pages are added, the check sheet is changed to
reflect the revision. All revisions made in a given filing
are designated by an asterisk (*). There will be no other
symbols used on this page if these are the anly changes made
to it (i.e., the format, etc. remains the same, just revised
revigsion levels on some pages). The tariff user should refer
to the latest check sheet to find cut if a particular sheet is
the moat current on file with the Commission.

ISSUED: Scptember 8. 1397 EFFECTIVE: _

Issued by:

John J. O'Block, Executive Vice President
Inter-Tel NetSolutions, Inc,

120 MNorth 44" Street, Ste. 100

Phoenix, Arizona 85034

602/302-8989




Inter-Tel Netsolutions, Inc. Tariff No. 1
Original Page No. B

e
OTHER PARTICIEATING CARRIERS
i Concurring Carriers - None.
2. Terminating Carriers - Inter-Tel NetSolutions, Inc., a
certified local exchange provider in the State of Florida.
3. Other Participating Carriers - None.
4. Billing Agents - The local exchange company serving each

particular equal access area.

ISSUED: September 8, 1997 EFFECTIVE: —_ =

Tmnund by«

John J. ©'Block, Executive Vice President
Inter-Tel NetSolutions, Inc.

120 North 44" Street, Ste., 300

Phoenix, Arizona 85034

602/302-8989




Inter-Tel Netsolutions, Inc. Tariff No. 1
Original Page No. 9

1.1 Symbols

The following are the only symbols used for the purposes indicated
below:

D - Delete or discontinue

1 - Change resulting in an increase to a customer's bill

M - Moved from another price list location

N - New

R - Change resulting in a reduction to a customer's bill

T - Change in text or regulation but no change in rate or charge

ISSUED: September B8, 12337 EFFECTIVE:
Issued by:

John J. O'Block, Executive Vice President
Inter-Tel NetSolutiecns, Inc.

120 North 44'" Street, Ste, 300

Phoenix, Arizona 85034

602/302-8B989




Inter-Tel Netsolutions, Inc. Tariff No. 1
Original Page No. 10

1.2 Technical Terms and Abbreviations

Commission - The Public Service Commission of the State of Florida,

Company - Inter-Tel NetSolutiona, Inc. ("NetSolutiona® or “The
Company")

Customer or subscriber - A person or other entity which orders
service and is responsible for payment of charges due and
compliance with the Company's tariff requlations.

LATA - Local Access Transport Area is a geographic boundary within
which the LEC provides communications services. Multiple LECa may
provide services within the same LATA.

Incumbent Local Exchange Carrier (ILEC) - The serving telephone
companv providing local services to subscribers on a regulated
monopoly basis. This company may also provide some of the
following sBervices: LATA wide long distance, wvoice and data
private lines, custom calling services and billing and collectian
gervices.

ISSUED: September 8, 1997 EFFECTIVE:
Iasued by:

John J. O'Block, Executive Vice President
Inter-Tel NetSelutions, Inc.

120 North 44'" Street, Ste. 100

Phoenix, A izona B50314

G02/302-8989




Inter-Tel Netsolutions, Inc. Tariff No. 1

Criginal Page No. 11

2.1

Undertaking of Inter-Tel NetSolutions, Inc.

The Company provides local exchange telecommunications
gervices in the State of Florida in accordance with the terms
of this tariff and regulations of the Commission

Service is provided on a monthly bauis and is available 24
houre per day, 7 days a week. Service will continue to be
provided until terminated in accordance with the terms of this
tariff.

The Company is authorized to serve as its customers' agent for
purposes of ordering changes to and maintenance of the
telecommunications services provided by any interexchange
and/or local exchange carrier that may be necessary to
implement and maintain the Company's services provided to a
customer. The Company is authorized by its customers to deal
directly with any such carriers and with any other vendor in
all matters pertaining to its provision of service to a
customer. A customer's appointment of the Company as 1its
agent shall not apply to any software modifications that may
be necessary with respect to traffic routing or least-cost
routing features or functions, which modifications must be
made by the customer through appropriate interaction with the
regponsible vendor of such features or functions, The
Company's appointment as a customer's agent remains in effect
unless modified or revoked in writing.

e ’ ¢ i

2.2.71 Service is offered subject to the availability of
facilities and the provisions of this tariff.
Service may be used for the transmission of
communications by the Customer and the Customer's
authorized user(s). The Customer may not use any of

ISSUED: September 8, 1997 EFFECTIVE: =

lasued by:

John J. O'Block, Executive Vice President
Inter-Tel NetSolutions, Inc

120 North 44'" Street, Ste, 3100

Phoenix, Arizona A5034

602/302-89A9




Inter-Tel Netsclutions, Inc. Tariff No. 1
. Original Page No. 12

2.2 Limitations of Service Cont'd

the services furnished by the Company under this
tariff for any unlawful purpose.

2.2.2 The Company reserves the right to discontinue
furnishing service, or limit the use of service
necessitated by conditions beyond its control
including, but not limited to the inability of
Inter-Tel to provide comparable services under
comparable terms and conditions due to
unavailability of provider Services.

2.2.3 The Company reserves the right to discontinue
furnishing service, or limit the use of sgervice
when the customer is using service in vioclation of
the law or the provisions of this tariff.

2.3 Disclaimer of Warrantieg

. The Company makes no promises, agreements, understandings,
representations or warranties, express or implied, including
any warranty of merchantability or fitness for a particular

purpose.
2.4 Limitations of Liability

2.4.1 The liability of the Company for damages arising
out of mistakes, omissions, interruptions, delays,
errors or defects in transmission occurring in the
course of furnishing service or other facilities
and not caused by the negligence of the custamer,
commences upon activation of service and in no
event exceeds an amount equivalent to the
proportionate charge for the Company's service to
the customer for the period of service during which

ISSUED: September 8, 1997 EFFECTIVE:
Iasued by:

John J. 0'Block, Executive Vice President
Inter-Tel NetSolutions, Inc.
120 North 44'" Street, Ste. 300
‘ Phoenix, Arizona B50314
602/302-8B989




. Inter-Tel Netsolutions, Inc. Tariff No. 1

Original Page No. 13

SECTION 2 - RULES AND REGULATIONS

2.4 Limitarions of Liability Cont'd

P

4.

4.

-4

such mistakes, omissions, interruptions, delays,
errors or defects in transmission occur for more
than three (3) continuous hours.

The Company is not liable to the customer for
direct, indirect, or consequential damages,
including but not limited to, loss of use of the
Company's services or lost revenues or profits.

The Company is not liable to the customer for any
act or omigsion of any other company o1 companies
furnishing a portion of the customer's service.

The Company is not 1liable for and the customer
indemnifies and holds the Company harmless against
any and all losses, claims, demands, suits or other
actions, or any liability whatsocever whether
suffered, made, instituted or asserted by the
customer or by any other party or person or
persons, and for any loss, damage, defacement or
destruction of the premises of the customer or any
other property, whether owned by the customer or
others, caused or claimed to have been caused
directly or indirectly by the installation,
operation, failure to operate, maintenance,
removal, presence, condition, location or use of
equipment or wiring provided by the Company where
such installation, operation, failure to operate,
maintenance, removal, presence, condition, locatiop
or use is not the direct result of the negligence
of the Company. No agents or employees of other
carriers shall be deemed to be agents or employees
of the Company.

ISSUED: September 8, 1997 EFFECTIVE:

Issued by:

John J. O'Block, Executive Vice President
Inter-Tel NetSolutions, Inc.

120 Morth 44'" Street, Ste. 300

Phoenix, Arizona B5034

602/302-8989




Inter-Tel Netsclutions, Inc. Tariff No. )

Original Page No. 14

The Company also is not liable for and the customer
indemnifies and holds the Company harmless against:

{A) Claima for libel, slander, or infringement of
copyright or unauthorized wuse of any
trademark, trade name or service mark arising
out of the material, data, infermation, or
other content transmitted over the Company's
network.

(B) Claims for patent infringement arising from
combining or connecting the vompany's
facilities with apparatus and systems of the
customer.

{(C) All other claims arising out of any act or
omission of the customer in connection with
any service provided by the Company.

(D) Claims by Customers or third parties arising
out of the unauthorized use or access of The
Company Services by the Customer or unrelated
third parties, including, but not limited to,
misdialed numbers to any long distance number
and unauthorized use of any service provided
by the Company.

The Company shall not be liable for any
interruptions or damages due to the fault or
negligence of Cuatomer or due to the failure or
malfunction of Customer provided equipment or
facilities. The Company shall not be liable for
any interruptions or damages during any period in

L ——————

ISSUED: September 8, 1327 EFFECTIVE:

Issued by:

John J. O'Block, Executive Vice President
Inter-Tel NetSolutions, Inc.

120 North 44" Street, Ste. 300

Phoenix, Arizona 85034

602/302-8989




Inter-Tel Netsolutions, Inc. Tariff No. 1
. Original Page No. 15

2.4 Limitations of Liability Cont'd

which The Company is not given access to the
Service premises and due to scheduled maintenance
and repair. The Company shall use best effortes to
obtain and keep in  effect all government
authorizations necessary, in order to provide
Service under this Agreement. The Company shall be
entitled to take and shall have no liability for
any action necessary including termination to bring
the Service into conformance with any governmental
regulations or authorization, and Customer shall
fully cooperate in and take such action as may
reasonably be regquested by The Company as part ol
such compliance. In no event shall The Company be
liable for special, consequential, exemplary, or
punitive damages as the result of its performance
or non-performance of this Agreement.

2.4.7 The Company shall not be liable for any failure of
. performance or service for reasons beyond its
reasonable control including, but not limited to,

acts of God, fire, explosion, vandalism, cable cut,
gtorm or other similar occurrence, any law, order,
regulation, direction, action or request of the
United States government or state or local
governments, any instrumentality of any one or more
said governments or of any civil or military
authority, or by national emergencies,
insurrections, riots, wars, strikes, lockouts or
work stoppages or other labor difficulries,
supplier failures, shortages, breaches or delays,
The Company shall not be liable for any such
failure of performance.

ISSUED: September 8, 1997 EFFECTIVE:
Issued by:

John J. O'Block, Executive Vice President
inter-Tel NetSolutions, Inc.
120 North 44''" Street, Ste. 300
. Phoenix, Arizona 85034
602/302-B989
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2.5

SECTION 2 - RULES AND REGULATIONS
Limi . ¢ Liabili ~ont 'd

2.4.8 The Company shall use reascnable efforts to make
services available by the estimated service date.
The Company shall not be liable for any damages
whatsoever resulting from delays in meeting the
estimated service date due to delays resulting from
normal installation procedures. Such delays shall
inelude, but not be limited to delays in obtaining
necessary regulatory approvals for construction,
delays in obtaining right of way approvals, and
delays in actual construction work being done by
our vendorlis).

Customer Application for Service

Business or residential customers wishing to obtain service
from the Company must execute a customer service agreement
which includes the customer's authorization for the Company to

instruct other carriers and vendors to provide certain
services on the customer's behalf.

Lisl I b1 [ _

Applicants may be required at any time to make an advance
payment up to an amount equaling one month's actual or
estimated charges for the services to be provided. The
Company reserves the right to examine a credit record of all
applicants and customers and require a deposit of business
customers which are unable to demonstrate good credit or
payment histeories. Deposits wshall be administered as
indicated in section 2.12 of this tariff.

ISSUED: September 8, 1997 EFFECTIVE:

Imnuerd by

John J. O'Block, Executive Vice President
Inter-Tel NetSolutions, Inc.

120 North 44'" Street, Ste. 300

Phoenix, Arizona 85034

602/302-8989
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2.7 HNotices

2.7.1 Except as provided in Section 2.14 below, any
notice or demand required of customer or the
Company will be effective when it is mailed,
properly addressed, with postage prepaid to the
other party.

2.7.2 Unless otherwise provided by these rulea, any
notice sent to the cuatomer from the Company will
be deemed effective when it is mailed to the
customar's correct billing address.

2.7.3 Unless otherwise provided by these rules, any
notice, including changes of address, from any
customer or his authorized representative must
be given by written notice, by mail, to the
Company's business office: Inter-Tel NetSoclutions,
Inc., 120 N. 44th Street, Suite- 300, FPhoenix.
Arizona B5034.

2.8 Customer Sarvice

Company Service Representatives are available at (BO0) 676-

7601 to assist with customer service and billing inguiries

Monday through Friday between 7:00 a.m. - 5:00 p.m. M.5.T.

Customer inquiries may also be addressed in writing to the

Company at the address provided in Section 2.7.2 above.

Twenty-four hour emergency service is also available seven

days a week by dialing (B00) 676-7601.

ISSUED: September 8., 1397 EFFECTIVE;

Issued by:

John J. 0'Block, Executive Vice President
Inter-Tel NetSolutions, Inc.

120 North 44" Street, Ste. 300

Phoenix., Arizona A&N4

602/302-8968%
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2.9 Rendering and Payment of Bills

2.9.1 Service is provided on a monthly (30 day) basin.
Initial service for a partial month will be
prorated.

2.9.2 The bill statement date is depenient on the billing

cycle assigned to the customer.
2.9.3 Customers will receive bills by cne of two methods:

(A) Customers may be billed directly by the
Company .

(B) Customers may be billed n the Company'ws
behalf by a third party billing service.

2.9.4 Bills are payable upon receipt and in accordance
with the terms of this tariff. H#ills may be paid
by mail or at the Company's business office. All

. charges for services are payable only in United
States currency, and may be made by check, money
order, or cashiers check.

2.9.5 If payment of the customer's bill is not received
within 30 days of the bill statement specified on
the bill, the Company, at its discretion, may debit
any credit card number provided by the customer for
the full amount of the invoice plus any late
charges that may apply.

2.9.6 The customer shall be responsible for payment ol
all costs of collection of past due amounts,
including reasonable attorney's fees incurred by
the Company.

ISSUED: September 8. 1937 EFFECTIVE: e e
lasued by:

John J. O'Block, Executive Vice President
Inter-Tel NetSolutione, Inc.
120 North 44" Street, Ste. 100
. Phoenix, Arizona 85034
602/302-8%89
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Original Page No. 1%

SECTION 2 - RULES AND REGULATIONS

2.9 Rendering and Payment of Bills

2.9.7

2.9.10

A rebilling fee, at the rate of 1.5% per month,
will be charged for past due accounts unless
otherwise prescribed by law, in which event the
rebilling fee will be charged at the highest rate
allowed by the law.

A charge of 520.00 will be assessed customers for
any insufficiently funded check returned to the

Company .

In the event that any change in the rates or
tariffs of the carriers whose services the Company
resells to its customers, the Company shall provide
its customers 30 days written notice of any effect
of such change in the billing rate of or service
provided to the customer. Unless a customer
notifies the Company in writing of its request for
alteration or termination of services, any new
billing rate or service change shall be deemed
accepted and effective the date specified in the
Company's notice.

Payment for installation, other non-recurring
charges and the last months recurring charges will
be billing on the first months invoice. All
charges shall be due upon receipt of the invoice;
billing shall commence upon installation. If
Customer is not ready to accept The Company
Services 30 days after the date Service first
becomes available, The Company wshall commence
billing.

ISSUED: September 8, 1997 EFFECTIVE:

Issued by:

John J. O'Block, Executive Vice Fresaident
Inter-Tel NetSclutions, Inc.

120 North 44'" Street, Ste. 3100

Phoenix, Arizona 85034

602/302-8989
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SECTION 2 - RULES AND RECULATIONS

2.10 Disputed Bills

2.10.1

2.10.2

If notice of a dispute as to charges 1is not
received, in writing, by the Company within thirty
(30) days after billing statements is rendered,
such billing statement shall have been deemed
correct and binding upon the Customer.

In the case of a billing dispute between a custoier
and the Company for service furnished to the
customer, which cannot be @settled with mutual
satisfaction, the customer may reguest, anrd the
Company will comply with the request, an in-depth
review of the disputed bill. The undisputed
portion of the customer's bill, and subsequent
bills, must be paid on a timely basis or the
service will be subject to disconnection.

2.11 Discontipnuance and Restoration of Service

2.11.1 Cancellaction by Customer

Service will be provided for the term of service
elected by the customer in the service agreement it
enters into with the Company. Unless the Company
receives in writing a notice of termination of
services by the customer on or before thirty (30)
days from the end of the agreed service pericd, the
gervices provided hereunder shall continue on a
monthly basis until either party shall give the
other party at least thirty (30) days written
notice.

The cuatomer is responsible for payment of all
charges for service furnished customer prior to the

ISSUED: September 8, 1997 EFFECTIVE:

Tssued by:

John J. 0'Block, Execucive Vice President
Inter-Tel NetSolutions, Inc.

120 Morth 44'" Street, Ste, 300

Phoenix, Arizona B5034

602/302-8989
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SECTION 2 - RULES AND EEGULATIONS

2.11 Discontinuance and Restoration of Sexvice Cont'd

2!11-.1

2.11.2

Cancellation by Customer Cont'd

actual termination of customer's service. In
addition, in the event a customer terminates its
service agreement with the Company prior to the end
of the service period specified therein, the
customer shall pay, in addition to all other
charges due for service provided, a sum equal to
the full balance of all monthly s..vice charges for
the remainder of the Agreement period, plus a sum
equal to the value of any promoticnal credit
awarded the customer during the term of the
agreement,

Cancellation by the Company

In the event payment in full is not received from
Customer on or before 30 days following the due
date, the Company shall have the right, after
giving Customer ten (10) days written notice and
opportunity to cure, to suspend all or any portion
of the Service to Customer until such time as
Customer has (1) paid in full all charges then due,
including any late fees as specified herein; (11}
provided satisfactory assurance (e.g., a deposit]
of Customer's ability to pay for Service, and (iii)
made advance payment of the cost of reinstating
Service. I1f Customer fails to make all such
payments by a date determined by and acceptable to
the Company, Customer will be deemed to have
canceled the suspended Service effective the date
of such suspension.

ISSUED: September 8, 1997 EFFECTIVE:

lssued by:

John J. O'Block, Executive Vice President
Inter-Tel NetSolutions, Inc.

120 North 44'" Street, Ste. 300

Phoenix, Arizona 85034

602/302-83%8%9
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. Inter-Tel Netsolutionas, Inc. Tariff No. 1

SECTION 2 - RULES AND REQULATIONS

2.11 Discontinuance and Reatoration gf Service Cont'd

2.11.1 Cancellation by Company Cont'd

The Company may discontinue service or cancel an

application for service without incurring any

liability under the following circumatances:

(A} For insufficient or fraudulent billing
information, invalid or unauthorized telephone
numbers, credit card numbers or pre-arranged
account code numbers;

(B} The viclation by the customer of any law, rule
or regulation of any governmental authority
having jurisdiction over the service;

(C} The prohibition againat the Company from
furnishing services by order of a court or
other governmental authority having

. jurisdiction; or

{D) The providing of false or misleading credit
information by the customer.

The Company will provide the customer written

notice of such discontinuance five days prior to

discontinuance.
ISSUED: September B8, 1997 EFFECTIVE:

Isaued by:

John J. O'Block, Executive Vice President
Inter-Tel NetSolutions, Inc.

120 North 44'" Street, Ste. 100

Phoenix, Arizona 85034

602/302-B989
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SEMS_AMLWW
2.13 M

2.13.2 customer shall provide the neceagsary equipment
space, conduit, and electrical power required to
rerminate and maintain the facilities used to

provide cervice on all applicable premises without
charge or cost to The Company- The space, conduit,
and power must be made available to The Company on
a timely basis. Customer shall be responsible for
assuring that the equipment mspace and anmoclated
facilities, conduilt and rights-of-way which it 18
providing are 4 gafe place to work and are
prutected against fire, theft, vandalism or other
casually, and that the use thereof complies with
all applicable laws. rules and regulations and with
all applicable leases or other contractual
agreements.

2.13.3 customer 6hall be responsible toO gbtain and
continue in effect all government authorizations
. necessary to permit Customer ro receive Service and
comply with its obligatlions under this Agreement.

Customer may use the Services for any lawful

purpose for which they are intended, provided that

customer will not use the Servicea 8O ab to

interfere with or impair Service over any of the

facilities and associated equipment of The Company

or authorized vendors of The Company. or to impair

the privacy of any communications over the fiber

optic facilities and apsociated equipment.

2.13.4 Ccustomer agrees that all rights, vitle and interest
in all the fiber optic oOF other facilities and
equipment provided by The Company, Of any

authorized vendors of The Company . hereunder shall
st all times remain exclusively with the Company -

I1SSUED: geptember g, 1997 EFFECTIVE: ;

1asued by:

John J. o'Block, Executive Vice president
Inter-Tel NerSolutions, inc.
120 MNorth 44'" Street, Ste. 100
. Phoenix, Arizona 85034
EDIIBDE'EBBQ
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SECTION 2 - RULES AND REGULATIONS

2.13 Customer Responsibilities and Use Cont'd
2.13.5 Customer shall not create or permit to be created
any liens or encumbrances relating to Customer's
use of the Service or arising from the location of
the equipment. Upon termination of Service, The
Company shall remove its equipment and shall have
the right, but not the chligation, to remove all
other facilities from any applicable premises. The
Company shall use reasonable efforts to maintain
the Services in accordance with applicable
performance standards therefore. There are no
additional charges for The Company maintenance
services. However, The Company shall have no
responsibility for the maintenance and repair of
the facilities and equipment which 1t does noct
furnish and The Company may access Customer 1its
getandard charge for false call outs.
2.14 Company Responsibilities
In the event of the Company's foreknowledge of an interruption
of service for a period exceeding 24 hours, the Company will
use its best efforts to notify the customer in advance by
telephone or in writing.
2.15 Deposits
The Company does not require deposits from its residential
customers. A deposit may be required of any business customer
who is unable to demonstrate a good credit or payment history.
Any deposits collected will be administered in compliance with
Commission Rules.
ISSUED: September 8. 1937 EFFECTIVE: —

Issuecd by:

John J, O'Block, Executive Vice President
Inter-Tel NetSeclutions, Inc.

120 North 44'" Street, Ste. 300

Phoenix, Arizona 85034

602/302-B989
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SECTION 2 - RULES AND REGULATIONS
2.16 Taxes

All applicable federal, state and local use, rules, excise or
privilege taxes, duties or similar liabilities, chargeable to
or against Customer due to Service provided to Customer (l.2.,
gross receipts tax, sales tax, municipal utilities tax] shall
be charged to the Customer as separate line items and are not
included in the quoted rates and are payable by the Customer.

ISSUED: September B, 1997 EFFECTIVE:
Iasued by:

John J. 0'Block, Executive Vice President
Inter-Tel NetSolutiona, Inc.
120 North 44'" Street, Ste. 300

. Phoenix, Arizona 85034
602/302-8989
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SECTION 3 - DESCRIPTION OF PRODUCTS AND SERVICES
3.0 Product Availability

These products and rates are currently available only in the
cities of Miami and Fort Lauderdale. Additional cities will be
included as service becomes available. Additional products and/or
features may become available and will be priced on a case by case
basis.

3.1 Private Lines

3.1:1 DSO - DSO private line with bandwidths ranging from
2.4 kbps to 65 kbps.

3.2.2 D51 - A D51 private line is equivalent to twenty-
four (24) 64 kbps circuits, totaling 1.544 mbps,
These circuits can be used to connect multiple
offices within the pame metropclitan area, or can
be used to connect toc a long distance carrier of
the customers choice. A D51 provides a direct
connection to a long distance carrier and provides
for lower long distance rates although a monthly
charge will be charged for the local DS1 circuit
from the customer to the long distance carrier,

3.1.3 DS3- A DS3 private line is equivalent to twenty-
eight (28) DS1's, totaling approximately 43 mbps.
These circuits can also be used to connect multiple
cffices within the same metropolitan area, or can
be used to connect to a long distance carrier of
the customers choice. These circuits will be uged
in high bandwidth applications. Applications may
include the transferring of large computer files
between a software companies multiple locations or
hospitals tranaferring MRI's (medical recconition
images) to other facilities.

ISSUED: September 8, 1997 EFFECTIVE:
Issued by:

John J. 0'Block, Executive Vice Preasident
Inter-Tel NetSolutione, Inc.

120 North 44'" Street, Ste, 300

Phoenix, Arizona 85034

602/302-p989
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3.1.4 OC3 - An OC3 private line contains 155.52 mbps of

bandwidth and are usually used in applications that

involve carriers or Internet providers. oc3

circuits are used as an actual part of a carriers
network backbone.

3.2.5 OC12 - An OCl12 private line contains 622.08 mbps of
bandwidth and are usually used in applications that
involve carriers or Internet providers. oc12
circuits are used as an actual part of a carriers
network backbone.

3.2 Switched Products

3.2.1 DS1 - A lorcal DS1 with dial tone simply provides 24
channels for local calling.

3.2.2 PRI - An integrated services digital network
configuration of 23 B channels, each operating at
64 kbps, and a single D channel, operating at 64
kbps, in a 23B+D configuration.

: W BRI - An integrated services digital network
. configuration of 2B channelas, each operating at 64
kbps, and a single D channel, operating at 16 kbps,

in a 2B+D configuration.

3.3 Data Products

3.3.1 LAN Circuits - These data circuits can run at
ethernet (10 mbps or 100 mbps speed) or token ring
(4 mbps or lémbps speed) protocal.

33,2 ATM - (asychronous transfer mode) is a high-speed,
high volume, packet-switching transmission protocol
that uses short, uniform, S3-byte cells to divide
data into efficient, manageable packets for
ultrafast switching through a high-performance

ISSUED: September 8, 1997 EFFECTIVE:
Issued by:

John J. O'Block, Executive Vice Presgident
Inter-Tel NetSolutions, Inc.
120 North 44'" Street, Ste. 300
. Phoenix, Arizona 85034
602/302-8989
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network. The 53-byte cells contain 5S-byte
destination address headers and 48 data bytes.
SECTION 4 - HRATES

4.1 Private Lines

DSO Not currently available, tariff modifications will
be provided when product is available.

DS1 (type I circuits only)
Channel Termination $1495.00/location
Fixed Mileage 596 .00
Variable Mileage £24.00/mile
Installation Charge £930.00
Ds3 (type I circuits onlyl
Channel Termination $2430.00/location
Fixed Mileage $1591.00
variable Mileage 5213/mile
Installation Charge $1215.00
oca Pricing is done on a case-by-case basis and no
. standard pricing is available.
oC12 Pricing is done on a case-by-case basis and no

standard pricing is available,

4.2 Switched Servicea

D51
pOD Monthly $1000.00
DOD Install 51000.00
Combo (two-way) Monthly $1000.00
Combo (two-way) Install S$1000.00
DID/DOD Monthly 51240.00
DID/DOD Install $51090.00
DID Monthly $1480.00
DID Install 51050.00
ISSUED: SgpLgmhﬂr B, 1997 EFFECTIVE:
lIasued by:

John J. O'Block, Executive Vice President
Inter-Tel NetSolutionsa, Inc.
120 North 44'" Street, Ste. 300
. Fhoenix, Arizona B50314
602/302-898%
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SECTION 4 - BATES
4.2 Switched Services Cont'd
PRI

Combo (DOD and DID) Monthly $1495.00
Combo (DOD and DID) Install 51100.00

BRI
Not currently available, tariff modifications will be

provided when product is available.

Individual Business Lines

Not currently available, tariff modifications will e
provided when product is available.

Extended Area Service S 0.070 per minute

4.3 Data Products

LAN Circuits

Pricing is done on a case-by-case basis and no standard
@ pricing is available.

ATM

Pricing is done on a case-by-case basis and no standard
pricing is available.

ISSUED: September B, 1997 EFFECTIVE:
Issued by:

John J. O'Block, Executive Vice President
Inter-Tel NetSolutionse, Inc.
120 North 44'" Street, Ste. 300
. Phoenix, Arizona 85034
602/302-B989
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UNITED STATES
SECURITIES AND EXCHANGE COMMISSION
Washington, D.C. 20549

FORM 10-K
ANNUAL REPORT PURSUANT TO SECTION 13 OR 15(d)
OF THE SECURITIES EXCHANGE ACT OF 1934
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required 1o be filed by Section 13 or 15(d) of the Securities Exchange Act of
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affiliates of the registrant, based upon the last reported sales price in NASDAQ
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Shares of Common Stock held by each executive officer and director have
been excluded in that such persons may be deemed to be affiliates.
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. PART I .

ITEM 1. BUSINESS

The Company

This report contains forward-iooking stalemnants within the meaning of Seclion 27A ol the
Securities Act of 1933 and Secfion 21E of the Secunties Exchange Acl of 1934 Readers are
cautioned that such statements are only predictions and involve risks and uncertainties. Actual
resulls could ditfar matenally from those projected in the forward-looking stalements as a resull of
the risk factors set forth under “Factors Thal May Affect Results Of Fulure Operabions” below and

elsewhere in this report,

Inter-Tel, incorporaled in Anzona in 196Z, is a single point of contact, ull service solutions
integrator providing AXXESS and Axxenl digital business communication plattorms, AXXESSORY
Talk voice processing platiorms, call procossing and voice processing software along with various
other productivity enhancing software applications, compufer lelephone integration, and network
services and long dislance calling servic .s as well as maintenance, leasing and support services
The “ompany's Common Stock is quu 1 on the Nasdaq National Marke! Syslem under the
symbol INTL.

The Company has developed a distnbution network ol direct sales olices, dealers and
value added resellers (VAAs) which sell the Company's products to small-lo-medium-size
organizations and 1o divisions or departments of larger organizations, including Forlune 500
companies, large service organizations and govemmental agencies. The Company has 29
diract sales oMices in the Uniled States, one in the United Kingdom, one in Japan and a network
of hundreds of dealers and VARs who purcnase directly from the Company. The Company is
also in the process of expanding its International dealer network.

The Company's strategy Is 'o offer to its cuslomers, through a broad distribution
network, the total solution for their commut.cations needs—a single source for their full range of
lelephony requirements, and 1o prowvide lo ils marke! segmer!, on a cost-aMective basis,
advanced lechnologies that have achleved acceplance in the marke! lor larger systems

Products and Services

The Company's cument and planned products and services span the foliowing portions of
its market sagmant:

Digital Communication Platforms
Computer Telephone Inlegration
Voice Processing Software

intemet Connectivity

Networking Technologies

Network and Long Distance Services
Flaxible Financing

The markel for the Company's products and services is characterzed by rapid
technological change and conlinuing demand lor new products, lealures and applicaticns See
“Factors That May Affect Results ol Future Operations - Rapid Technological Change ano
Dependence on New and Timely Product Infroductions.”




other applicalions on the PC or workstation.  Applicalions include Jalabase look-up (which
utilizes Caller-ID information 10 retrieve customer  information automatically from  a
computerized database), automated attendant, inferactive voice response. automatic call
distribution (which queues and priontizes incoming calls), and call accounting (which permits
the monitoring of telephone usage and loll cost), The AXXESS system is managed through a
Microsolt Windows-based graphical user interface on a PC to facilitate installation, system

configuration and programming.

The AXXESS system utilizes advanced software to configure and ulilize real-ime  digital
signal processing ("DSP") semiconductor components incorporated into the system hardware
The use of DSPs and related software low s system cosls, permits higher funclionabty and
increases system fexibility. For example. "S: s can be conligured by the syslem manager
for different combinations ol speakerphones, conference capabilibes and other DSP-based
facilities. The system's speakerphones Incorporate full-duplex technology, which permits
speakerphones 1o transmit in both directions at the same time without the necessily 1o ovarride
one speaker's voice lo prevent leedback interlerence

The AXXESS software is written Ir. ' h'gh-level, objeci-oriented language which can
oparate on many commonly used processors. Accordingly, the software can be readily ported
to other hardware platfiorms. The Company intends to port the AXXESS soltware to faster
microprocessors which will permit the AXXESS to grow to a much larger size. In order 10
enhanca the functionality and performance of these larger syslems and o permil a migration
path from the smaller AXXESS system as a cuslomer's system requirements incroase.

Inter-Tal Axxent

The Company introduced its newes! product line, the Inter-Tel Axxent, in the third quarter
of 1995. The syslem orginally supported 16 lines and B trunks. Software version 2.0, released in
third quarter 1996, increased the system capacity to 24 lines and 12 trunks Small businesses
are demanding advanced telephony applications lormerly reserved only for large corporations
The Inter-Tel Axxent is designed to bring many of the advanced features and funclionality of the
AXXESS system to smaller installations on a cost-etlective basis while enabling users lo migrale
to an AXXESS system as their lelecommunications needs evolve. The Inter-Tel Axxent provides
capabilities such as computer telephone integration, DSP technology, real-ime ACD reporting,
and Integrated voice processing. Housed In a compact PC type mid-tower, the Inter-Tel Axxen!
platiorm also offers the convenience of a default ditabase so the system is fully operational as
soon as it s plugged in. Basic database programming can alsoc be performed through the digital
telephone terminals. The system is soid through direct sales offices and direct dealers to
professional businesses such as doctors, lawyers, and architects

In addition to its line of digital communication platiorms, the Company continues to have
success in its direct sales offices and dealer d stribution channels with its traditional IMX and G-
Series family of products. These products economically bring advanced communicalion services
to the Company's customers, however, without the advantages ol the open archilecture
capabilities of the AXXESS and Inter-Tel Axxent. These products include

GLX and GLX+
GMX-48

IMX 1224/2448/2460
IMX/GMX 256
IMX/GMX 416/832
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Inter-Tel also distribules other leading telecommunications products from s Factored
Products Division through its direct sales offices, dealers and VARs  Factorea Products
represenis products that Inter-Tel has endorsed as the leading communications peripherals
utilized in many day-lo-day lunctions. Businesses require lelecommun'cations products to provide
increased produclivity, ease ol operations and reliability. Many ol thase producls interface with
Inter-Tel telephone systems. Inler-Tel's product selection consisls of wdeoconferancing, batiery
backup. headsels, surge prolection, paging equipmen!, wireless communications and data
multiplexers.

Computer Telephone Integration (CTI)

Through Computer Telephone Inlegration (CT1. two ol the mos! imporian! business
lools—the compuler and the lelephone—are linked inte one environmant lo provide streamiined
business processes and enhanced cuslomer service.

With CTI technology and Inter-Tel's indust-/-: .andard communication platforms and C++,
object oriented, call processing software, users . «n  be belier prepared lo answer Incoming
lelephone calls. With Inter-Tel's AXXESSORY Cunnect software tor the AXXESS system and
local Caller 1.D. information, users can accep! phone calls through their desklop PC. Caller
informalion can appear on the screen even belore the call is answered On an indidual desklop
or a company-wide network basis, Inter-Tel offers a varety ol products, such as AXXESSORY
ACD, that can manage automatic call distnbution at peak efficiency or route incoming telephone
calls, based on various paramelters, to a specific person. It can also collect, analyze and report
real-time call processing information for stafl forecasting and analysis

Certain of Inter-Tel's software applications can also integrale with other “off-the-shelf”
Windows applications such as personal information managers, call rcuting or call management
software thal can further enhance customer service while Increasing call eMiciency and employeo
productivity. Inter-Tel has partnered with a number of third party software developers to integrate
with their existing applications lo create a working environment for database. personal organizer,
or terminal emulalion programs.

If these “off-the-shelf” applications do not completely meet the needs of a customer, the
open design of Inler-Tel's software allows independent software developers to write custom
applications through Inter-Tel's Developers Program, Or, Inter-Tel's CTI Solutions Group can
provide prolessional consulting services or development of individual customer applications, for
either deskiop or Local Area Network ("LAN")-based applications,

Call management applications thal were once reserved lor large call centers, such as
airfine reservation centers or banking operations, are now available and aMordable from Inter-Tel
for most businesses. The Company intends lo design fulute enhancements lo integrate LAN-
based solutions on a Windows NT Server.

Voice Processing Software

Inter-Tel's AXXESSORY Talk, Axxent Talk, and the IVXS00 are all voice processing
platforms thal work with Inter-Tel's communication platicrms. All three applications use the Multi-
Vendor Interface Protocol (MVIP), an industry standard for connecting multi-vendor PC-based
boards in voice processing, data switching and video systems

Future enhancements to AXXESSOAY Talk, the voice processing software for the
AXXESS platform are planned, including the ability lo program and schedule multiple voice mail
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greetings, cancel unheard messages, det.cl "G route incoming laxes lo a specilic extension and
the ability to automatically retum a call from v sice 7 1ail by using Cailer 1.D

. As the need to merge different types of messages continues: o evolve. inter-Tel 15
developing unified messaging software, scheduled for release i ihe third quarer of 1897. By
using standard electronic mail gateway lechnology, inter-Tel's unified messaging software will be
designed to enable the integration of all types of messages into a single user Interface on a PC.
supporting internet e-mail and major electronic mall packages including Microsoft Mail, Microsoft
Exchange, Lotus Notes and cc:Mail. Integrating g-mail, fax and voice mail through Ol oews age
management interface at both the PC and the phone could allow users 1o easily see and control
all different types of messages that have been received.

inter-Tel is developing unified r.e: ajn~ software 1o work in conjunction with Ihe
Microsoft Exchange messaging application, ir :luded with Windows 85 as whil as Microsoft's new
Outlook product. Inter-Tel's unified messaging software will conform 1o the Messaging Application
Programming Interface (MAP!} standard developed by Microsoft and will work with the
AXXESSORY Talk dighal voice processing platiorm

inter-Tel's unified messaging sofi..a. shoulg provide yel another means for improving
workplace productivity and retrieving messages anywhere from a phone or a PC connected 10 a
modem

Internet Connectivity

With the advent of Interet felephony, more companies are relying on the Internet for the
delivery of streamlined marketing, sales and customer suppon, as well as alfordable alternalives
to tax, express mall and other forms of global communications. In 1996, Inter-Tel developed the

. Vocal’Net Sarver.

The Vocal'Net Server, scheduled for commercial release in the summer of 1997, is a
stand-alcne Inlemet telephony solution availaple for use with the AXXESS system or virtually any
business telephone system equipped with T-1 capability. It provides a galeway for bridging the
public telephone network and a company’s intranet or the Internet. With the Vocal'Nel Sarver,
users will be able to conduct real-time, full-duplex, high-quality, two-way voice communicalions
over the Intemel, for potential savings compared to slandard long dislance phone service.
Designed to meet the needs of most businesses, the Vocal'Net Server will be available in multiple

porl sizas.

The Vocal'Netl Server does nol require customized lelephane sels or specialized software
and cards in each deskiop computer. Furthermore, the Vocal'Nel Server does not raly on the
central processing unit of the computer for the .ompression of packelization of information
Therelote, the server may be able to handle adddional functions as well

Because Inleme! telephony converts all transmissions 10 the same type of packels, both
volce and data can use the same data circults, thereby reducing backiog on the dala circuits and
increasing efficiency. Bandwidth is maximizad 1o a point thal some users may be able 1o reduce

the overall number ol circuits needed.

The Vocal'Net Server is designed to allow businesses lo create virlual offices, enabling
traveling or ofi-site employees to connect to the main office from anywhers in the country or the
world. All that is needed Is a laplop computer and the number of a local Intemet Service
Provider 1o receive multimedia messages and 1o place calls over the Internet. Another application
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is “Touch-To-Talk" Impi.-m.lblld web pages, ch Lilows u. to automancally connect
over the Internst to talk lo cuslomer service agenis

In Hs initial commercial release scheduled lor mid-1897, the Vocal'Nel Server will be .
designed to work with business telephone systems that support E&M signaling over T-1 hines and
to handle up lo 24 simultaneocus calls, offering advanced Internet teleshony technology. Future
planned enhancements will include industry standard compalibility (H.323) for integration with PC-
based software applications and other types of gateways as well as a lax gateway lo provide fax
and broadcas! fax capabilities across the Internel.

Networking Technologles

To develop a solid foundation lor state-ol-the- = data and telecommunicalions netwaorking,
cuslomers requirs stralegic network expertise from tr 1 ne' orking provider. Designing, installing
and supporting the complele integration of a custom«r's complex data and telecommunications
network, from land-based LANs lo geographically dispersed Wide Area Networks (WANS), 1s a
kay goal of Inler-Tel.

By formir = alliances with major manufactur s of hardware and sohware lochnologies.
Inter-Tel is working lo provide the routers, ATM, LAN and VAN swilches, lile servers, intelligent
hubs and any other device required for the customer's intranel or for usage of the Internel. Pre-
sale design support, project coordination for implementation, and installation suppon are offered
on the full line of Inler-Tel server-based telephony products and services

Network and Long Distance Services

The enactment of the Telecommunications Act ol 1996 greally impacied both the
telecommunications industry and NetSolutions, Inter-Tel's network and long-dislance services
provider, by opening telecommunications markets 1o local and privale carners.

Working with domestic and intemational carners, Inter-Tel NetSolutions offers a wide
range of voice, data and video services. Using state-ol-the-arl technology, such as digial fiber
optics, NetSolutions offers services that include domestic and intemnational long distance,
dedicated services such as lrame relay and privale line circuils, and pre-paid and tradibonal
calling cards.

Call centers using T-1 access for incoming lcil-free  Iraffic, sales offices using
NetSolutions’ switched long distance or companies linking multiple offices throughout the country
on a frame relay network are examples of the applications currently supported by Inter-Tel
NelSolutions. Wrather it is toll-free service or WAN dasign, Inter-Tel NetSolutions Is capable of
handiing a broad spectrum of telecommunications needs.

Inter-Tel NetSolutions intends to offer local service, Intemet access and wireless
products, thus continuing Inter-Tel's evolution as a lolal solution provider. However, these services
are not curently provided, and there can be no assurance that the Company will be able to
provide these services in the future.

Flexible Financing

An integral pant of bringing the otal solution 1o the cuslomer is 10 provide a range of
affordable financing programs in one flexible and convenient package. Wilh Inter-Tel, customers




can acquira their t.iony and computer plau ns, ;.ul'twlr.phcahons and network senvices,
as well as financing, all from a single source.

inter-Tel's Tolalease program provides qualified customers with that tolal solution for their
telephony products. The Totalease program includes tull system maintenance and training, lixed
equipment add-on and upgrade provisions, risk of loss, guaranteed renewal oplions and cther
sarvices, all al a fixed monthly cost. With Totalease, Inter-Tel manages the responsibilities and

risks associated with ownership of communications equipmen

Inter-Tel also oifers a line of low cost lease purchase hnancing. Lease terms range lrom
24 to 84 months with $1.00, fixed and falr market value purchase oplions. In addition, Inter-Tel will
customize financing packages 1o suit customers with special linancial needs. By oenng this type
of financing 1o acquire Inter-Tel products and =e-vices, Inter-Tel provides the cuslomer with the
comion of predictable monthly costs and the scority <! 8 diract, '~ng lerm relationship with Infer-

Tel.

Sales and Distribution

The Company has developed a broad  ~inbu.on network of direct sales oftices, dealers
and value added resellers [VARs) which marke: .ne Company’s products to small to medium size
arganizations and divisions or deparimants of larger organizations. In the United States, the
Company has 29 direct sales olfices and a network of hundreds of dealers who purchase
syslems directly from the Company. Direct dealers are typically localed in geographic areas in
which the Company does nol maintain direct! sales oltices. The Company is addilionally
pursuing distribution of its products through value added resellers (VARs). These resellers have
iraditionally sold complex data solutions to customers, and the Cormpany is seeking 1o leverage
this distribution network 1o capitalize on the merging cl the computer and lelephony indusines.
The Company maintains a dealer suppon office and direct sales cHfice in the United Kingdom and
has a network of approximately 20 dealers In the United Kingdom and Europe. In addition, in
1993 the Company opened a dealer suppon office and direct sales office in Japan and is in tha
process of establishing dealers in Asia.

The Company believes that its success depends in pan upon the strength of s
distnbution channels and the ability of the Company 1o maintain close access 1o ils end user
customers. In recenl periods, the Company has sought to improve ils access lo end user
cusiomars by eflecting strategic acquisitions of resellers ol telephony products and services in
markets in which the Company has exisling direct sales offices and in other stralegic markels
To this end, in 1996 the Company acquired Florida Te'ephone Systems, Inc. and NTL Corporation
[dba ComNet of Ohio). The Company has expanded s direct sales office personnel from a total
ol 332 persons al December 31, 1982 1o a total of 785 at Decembar 31, 19596

The Company's sales through its direct sales offices as a percenlage of total sales have
decreased from 62.1% of nel sales in 1993 lc 56.4% of nel sales in 1996. Sales to distributors,
dealers, and VARs have increased from 29.6% of nel scles in 1883 10 31.5% of nel sales in 1896.
Sales through the Company's long distance and network services oporation have increased from
0.7% of net sales in 1983 to 6.5% of nel sales in 1996,

Sales of systems through the Company s direct dealers typically generate lower gross
margins than sales through the Company's direc! sales organization, although direct sales
typically require higher levels of sales, marketing, general and adminisirative expenses
Accordingly, the Company's margins may vary from perod lo period depending upon the mix
of dealer and direct sales. Direct dealars and VARSs typically enter into non-exclusive reselier




conlracts for a term of one e years. The Comps , generally provides support and other
services o the roselier pursuant to the terms of the agr...nent. The agreemenis often include
requirements that the reseller meel or use its best eMorts to mee! minimum annual purchase
quotas. The Company's experience is tha! dealers and VARs maintain low invenlones of the
Company's products and, accordingly, the Company has experienced insignificant  stock
rolalion returns and price protection credits 1o dale.

Intemational sales, which to date have been made through the Companys United
Kingdom and Japan subsidiaries ~ce~ ated for approximalely 1.5%, of net salas in 1896, In
order to sell its products (o customers in other countries, the Company must comply with local
telecommunications standards. The Company’'s AXXESS syslem can be readily allered through
software modifications, which the Company believe. il facilitate compliance with these local
regulations. The Company had previously experiencec alay inthe United Kingdom in achieving
final regulatory approval of ils products; however, approvals wore received during 1996 to market
and sell the Company'’s digital product lines. In addition. the AXXESS syslem has been designed
lo support multi-lingual functionality, and currertly suppors English and Japanese The
Compary is presently establishing dealer networks in Japan and Asia and is working 1o eapand
its dealer network in the United Kingdom and Europe.

Research and Development

The Company's research and development etors over the last several years have
been focused primarly on developing new products hike the  Inter-Tel Axxent system,
enhancing the CTI capabilities of the AXXESS product, as well as expanding the capacity of the
Company's AXXESS and AXXESSORY Talk syslems. Current eMforts are relaled lo support of
industry standard CTI Interfaces, development of acditiona. applications and lealures, the
development of an Intemet voice server (Vocal Net server), and the development of a LAN-based
Communications Server incorporating the Company's Call Processing and Voice Processing
software. New applications under developmen! also include Basic Rate ISDN,
lelecommunications networking, and unified messaging software The  software-based
architecture of the AXXESS system faciitales maintenance and tupport, upgrades, and
ncorporation of additional features and functionality.

The Company had a total of 95 personnel uvngaged in research and development as
of December 31, 1996. Research and development expenses were $6.581 711, $5.763.517 and
$4,536,802 for 1996, 10985 and 1094, respectively,

Manufacturing

The Company manulactures substantially all of #s systems through third party
subcontractors located in the United States, China and *ne Prilippines. «nese subcontractors
use both standard and proprietary integrated circuits and other electronic devices and
components 10 produce telephone switches, telepho ‘es and prnted circuil boards to the
LCompany's engineering specifications and designs. The suppliers also inspact and test the
equipment before delivering them 1o the Company, which in some cases then performs syslems
integration, software loading, linal testing and shipmen! The Company maintains written
agreemants with its principal suppliers. The Company prcvides a forecas! schedule 1o its
suppliers and ravises the forecast on a periodic basis.

Foreign manufacturing facilites are subject lo changes in govermmental policies,
imposition of tariffs and impon restrictions, and other factors beyond the Company's control,
Certain of the microprocessors, integraled circuits and voice processing interlace cards used in




the Company's systems are currently availu. ¢ from a single or limited sources of supply. From
time lo time, the Company experences delays in the supply of components and linished
goods. Delay or lack of supply from existing sources ot the inability to develop allernalive sources
it and when required in the future could materially ard adversely aftect operating results.

Customer Service and Suppont

The Company believes thal customer service and support is a critical component of
cusiomer satislaction ana the success ol the Company's business The Company operales a
Technical Support “hotline® 1o provide a range of telephone support 1o ils distributors, dealers and
end user customers through a toll-free number. The Company also provides on-sile customer
supgort and, through remote diagnoslic ~rocedures, has the ability to detect and correct
system problems from its Technical Support fa S.ities

Information laken from customer call records allows leedback into inter-Tel's Quality
First conlinuous improveman! process, thus providing a road map for conltinuous product and
sarvize enhancements. Each direct salas office is given a periodic service aclivity repon
summaricing the reasons thal lechnici s are asking lor assislance and common issues thal
give rise o technical inquinas. This aliows them o analyze trends In thoir sérvice oporalions

and provide belter customner service,

Quality

The Company believes thal the quality of its systems, customer service and support, and
othar aspecis of its organization is a critical element of meeling the needs of ils customers
Through its Quality First continuous impiovement process initiated in 1981, Inter-Tel
implements quality processes throughout its business operations. The Company has established
formal procedurss lo ensure responsiveness 10 customer requesis, lo monitor response limes
and to measure customer satisfaction. The Company has also established means by which all
end users, including customers of the Company's resellers, can make product enhancemen!
requests directiy lo the Company. The Company supports its dealers and VARs through an
exiensive training program at the Company's facility and at dealer sites, a loll-free teleshone
numbar for sales and technical support, and the provision of end user marketing materials. The
Company ftypically provides a one year warranty on s systems to end users. In
manufacturing, the Company continuously monitors the quality of the products produced on its
behalf by the Company's manufacturing subconliractors, and is extending the Company's Quality

First continuous impravement process 10 ils suppliers

Competition

The market for the Company's prouucts is highly competitive and in recent periods
has been characterized by pricing pressures and business consolidations. The Company's
competitors  Iinclude Lucent Technologles (formery ATAT) and NorTel (lormerty Norhem
Telecom), as well as Comdial, Executone, Iwatsu, Mitel, NEC, Nitsuko, Panasonic, ROLM,
Toshiba and others. Many of these competitors have significantly grealer linancial,
marketing and technical resources than the Company. The Company also compeles against the
regional Bell operating companies (RBOCs), which offer systems produced by one or more of the
aforementioned compelitors and also offer Centrex syslems in which aulomatic calling
facilities are provided through equipmen! located in the telephone company's central office

The Telecommunication Act of 1996 and ATAT s announcemant lo divide itsell into three
enterprises has had an impact on compelition in the communication indusiry The




e

Telacommunication Act .WB opened the mark:* for taluphmul cable ‘elevision sarvices,
forcing telephone companies to open their network. 10 .cmpetilors and giving consumaers a choice
ol local phone carmars. Conversely, local phone companies are now able to offer long distance
services. In addition, cable companies can offer lelephone services and Intemet access. These
changes will increase competition In the communication industry and will create additional
competition and opportunities in customer premise equipmen! as these new Services and
interiaces become avallable.

In the market for voice processing applications, including voice mail, the Comp. ny
competes against Centigram Communications Corporation, Octel Corporation, AVT and other
competitors, certain of which have significantly grealer resources than the Company. In the
market lor long distance services, the Company ccmpeles against ATAT, MCI, US Spnnt and
other competitors, many of which have significant! rea*sr resources than the Company. With
the recent Telscommunications Act, the Compan. will also compete with RBOCs and cable
companies for long distance business, Key competitive factors in the sale of lelephone syslems
and related applicalions include perormance, fealures, reliability, service and suppor, name
recognition, distribution capability and price. The Company believes that it competes favorably in
its markets with respect to the performance, feature nd pnce of is systems, as well as the level
of service an% support that the Company provide !0 its customers. Centain of the Company's
competitors have significantly grealer name recognition and distribution capabilities than the
Company, although the Company believes that 0 has developed a compeliive distnbution
presence in cerain markels, paricularly those where the Company has direct sales ofices
The Company expects that competition will continue to be inlense in the markels addressed by
the Company, and there can be no assurance thal the Company will be able lo continue 1o

compete successiully.

As the Company enters the markets for local ‘elephone service and Internet access, it will
tace additional compelition from RBOCs and olher providers, which have larger markeling and
sales organizations, significantly greater financial and technical resources and a larger and more
established customer base than the Company. In Addition, RBOCs and other providers have
grealer name recognition, more established posmons In the markel and long standing
relationships with customers. Therelore, there can be no assurance that the Company will
compete successfully in these markets.

To the extenl tha! Inler-Tel develops more server-based lelecommunications products,
Inter-Tel's competition will be the large computer software companies, such as IBM (Lolus), and
Microsol. In addition, the server-based lelephony marke! has shown increasing compatilion from
smali software starl-up companias.

inteliectual Property Rights

In addition 1o the faclors discussed above, the Company's ability lo compele
successiully depends on ils ability to protect 1~ pr-prielary lechnology conlained in its
products, The Company relies principally upon a combination of copyright and trade secret laws
and contractual provisions to establish and protect ils proprielary rights in its syslems. The
Company generally enlers into conlidentiality agreements with its employees and suppliers, and
limits access to s propretary information. There car. be no assurance thal these prolections
will be adequate io deler misappropriation of the Company’s technologies or independent third
party development of similar lechnologies or product lealures.

From time to time, the Company is subjecl to asserions that the Company's products
infringe the intellectual property rights of third parties. Such claims could require the Company




to expend significant sums In liugation, coule (ec s +a the Company 1o pdy damages, and could
require the Company lo develop non-infringit.g technology or 10 ucquire licenses io the
technology which is the subject of the claimed Inlringement.

Employees

As of December 31, 1996, the Company had a total of 1,193 employees, of whom 972
wers engaged in sales, markeling and customer support, 58 in quality. manufactming and
related operalions, 95 in research and development, and 68 in finance and administration. The
Company's future success will depend upon is ability 10 attracl, relain and motivale highly
qualified employees, who are in gresl demand. The Company believes tha! its employee

relations are axcallent,

Factors That May Atfect Results of Future Operations

In evaluating the Company’s business, prospec.ve investors should carefully consider the
following !artors in addition to the other inform. tion presented in this Form 10-K

Rapid Technological Change and Dependancé on Naw and Timely Product
Introductions

The markel for the Company's software, products and senices Is charactenzed by rapid
lechnological change and conlinuing demand for new products, features and applicalions
Current competitors or new markel entranls may develop new products or product features thal
could adversely atfect the competitive position of the Company's products. Accordingly, the timely
introduction of new producls and product features, as well as new telecommunications
applications, will be a key factor in the Company's future success. Occasionally, new products
contain undelected errors or "bugs” when released. Such bugs may rasull from delects contained
in software products offered by the Company’s suppliers or cther third parties that are inlended 10
be compatible with the Company's producls, ver which the Company has littie or no control
Although the Company seeks lo minimize the number of bugs in its products by its lest procedures
and strict quality control, there can be no assurance that its new products will be error free when
introduced. Any significant delay in the commercial introduction of the Company's products due 1o
bugs, any design modifications required lo corect bugs or any impairment of customer
salisfaction as a result of bugs could have a material adverse affect on the Company’s business
and operating results. In addition, new products often lake several months belore their
manutacluring costs stabilize, which may adversely affect operating results for a penod of time
following introduction. During the past twelve months, the Company introduced ISDN on its
AXXESS digital communicalion platform, expanded the size of the AXXESS and imer-Tel Axxen!
platforms, introduced a number ol upgrades 10 its existing AXXESSORY Talk and IVX-500 voice
processing platforms and announced the introduction of the Vocal'Nel Server product. In the
avent that the Company were lo fall lo successfully introduce new software, products or services
of upgrades 1o its exisling syslems or products on a regular and timely basis, demand for tha
Company’s existing software, products and services could decline, which could have a material
adverse eMect on the Company's business and operaling results. Additionally, there can be no
guaranty that future costs of accessibliity, lacx of capacity or voice lransmission quality ol the
internet will not adversely alfect the ability of the Company to deliver all Internet products and
sorvices on a cost effective basis. There can be no assurance that the Company will be able to
successiully deveiop new software, products, services, lechnologies and applicalions on a timely
basis as required by changing market needs or thal new software or products or enhancemants
therelo, Including its recently announced products and upgrades, when introduced by the

Company, will achieve market acceplance.
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saivices. In addition, cable companies ¢~ off = lelephcne services and Internet access. These
changes will increase compalition in tve corimunication indusiry and will creale addional
compeltion and opportunities in customer premise equipmenl as these new sernvices and
interfaces become available. As the Company enters the markets lor local telephone service and
interne! access, it will lace additional competition from RBOCs and other prowviders, which have
larger marketing and sales organizations, significantly greater financlal and technical resources
and a larger and more established customer base thar. the Company. In Addition, RBOCs and
other providers have greater name recognition, mare established positions in the market and long
standing relationships with customers. Therelore, there can be no assurance thal the Company

will compete successfully in these markets,

In the market for voice processing aoplications, including voice mail, the Company
competes against Centigram Communications Jrporation ("Centigram”), Octel Communicalions
Corporation (*Octel”), Active Voice Corporation ("Active Voice®), Applied Voice Technology, Inc
("AVT") and other competitors, including telephone syslems manufacturers such as Lucent
Technologies, NorTel and ROLM, which offer integrated voice processing systems under theu
own labal as well as through various OEM arranjements. Certain of the Company's compelitors
may achie ' marketing advantages by tndiir - their voice processing equipment with sales of
telephane systems, or by designing their 2lephone syslems so thal they do not readily integrale
with independent voice processing systems. Inter-Tel expects that the development ol industry
standards and the acceptance of open systems architeclures in the voice processing markel will
reduce lechnical barriers 1o market entry and lead to increased competition

In the markol for long distance services, the Company compates against ATAT Comp.. MCI
Telecommunications Corporation, Sprint Corporation and cother suppliers, cerain of which also
supply the long distance calling and network services thal the Company resells. Although the
Company acquires a varety of long distance calling services in bulk from certain long distance
carriers, there can ba no assurance thal the Company will be able lo purchase long distance
calling services on favorable terms from one or more of such providers in the future. In addition, a
substantial majority of prospective new long ristance customers for the Company currently
purchase long distance calling services from the Company’s compelitors. The Company believes
that it is Likely to lace increased competition in the long dislance calling services markel as a result
of telecommunications deregulation, which enables RBOCs to supply long distance calling and
network services, and enables RBOCs and others to bundie long distance, local telephone and
wiraless services. Moreover, the Company expeclts lo face increased competition in the future
because low technical barriers 1o entry will allow new markel entrants,

As Inter-Tel develops more server-based and CTl lelecommunications producls, Inter-
Tel's compelition will be the large computer software companies, such as IBM (Lotus), and
Micrasalt, 'a addition, the server-based lelephony and CTI markels have shown increasing
competition from small software slart-up companies.

Many of the Company's compelilors are substantially larger, and have signilicantly grealer
financial and technical resources, name recognition and marketing and distribution capabilities,

than the Company. The Company expects that competition will continue 1o be intense in the
markets addressed by its products and services, and there can be no assurance thal the

Company will be able to compete successtully in the future.
Management of Growth, implamentation of New Management Information Sysiems

The growth in the Company’s business has placed, and is expecled (o conlinue 1o place. a
significant strain on the Company's personnel, management and other resources. The




Company's ability 1o any luture growih e* ciively will mlx il 1o aftract, train, motivate
and manage new em s successfully, to ir'eg: ¢ new emp s inlo its ovorzll operanons
_and to continue o improve its operational, financial and management information syslems

The Company implemented a new MIS system late in 19¢5  The MIS system significantly
alfected many aspects of the Company's business, including its accounting, operations,
purchasing, sales and marketing functions. Since the date of implementation, the Company has
experienced difficulty with the new MIS system software, which increased the Company's cosls,
had an adverse elfect on the Company's ability lo provide products and services 1o (15 cusiomers
on a timely basis and caused delays in coordinating accounting and linancial results  Dunng the
fourth quarter of 1996, the Company determined thal the limitations of the existing system
soltware would prevent Inter-Tel from establishing an integraled and centralized dispalch and

telemarketing center.

During the fourth quaner of 1996, the Company decided lo replace ils MIS systam
software with an integrated solution from a more established vendor and accordingly has written
off the soltware license and implementation costs relating 10 the system software being replaced
inter-Tel has signed an agreemen! with a larpe. eslablished software and database vendor to
implement, maintain and support alternale MI - ilem schtware to be utlized throughout the
Company. In'e:-Tel believes that such action was ..ocessary 1o allow ltor the slability and growin

of Inter-Tel,

The actions 10 replace the MIS system software could resull in additional cosls and probable
delays in obtaining a fully functional MIS system, including but not limited to addiional or alternate
hardware and software required. bul nol availlable in the current system conliguration. and
additional personnel, which could have a material adverse etfect on the company's business and
operaling results. In addition, implementation of this system software and the transition from the
current system software to the new information system software will require subslantial financial

resources and personnel,

The Company has made stralegic acquis...ons in the past and expects to continue to do so
in the future. Acquisitions require a significant amount of the Company’s managemen! allention
and financial and operational resources, all of which are imited. The integration of acquirec
entities may also result In unexpected cosls and disruptions, and significant fluctuations in, or
raeduced pradictability of, operating resulls from pernod lo period  There can be no assurance thal
an acquisition will not adversely affect the business relationships of the Company or the acquired
entity with their respective suppllers or customers. Further, there can be no assurance that the
Company will successfully integrate the acquired operations or achieve any of ihe intended
benefits of an acquisition. The Company’s failure to manage its growth efectively could have a
material adverse effect on iis business and operaling results

Product Protection and Infringamant

The Company’s fulure success is depender’ 1 pan upon its propristary lechnology. The
Company has no patents and relies principally on copyright and trade secret law and contraciual
provisions to protect its intellectual property. Thera can be no assurance that any copynght owned
by the Company will not be invalidated, circumvented or challenged or that the nghts granted
thereunder will provide competitive advantages lo the Company Further, there can be no
assurance that others will not develop technologies that are similar or superior lo the Company's
technology of thal duplicate the Company's technology.

[E4]




As the Company expands ils intemmalional operaliz=s, eMeclive intelleciual proporty
prolection may be unavailable or limited in cerlain foreign couniries. There can be no assurance
that the steps laken by the Company will prevent misappropriation of its technology. Litigation
may be necessary in the future 1o enforce the Company’s intellectual property rights, to protec! the
Company’s trade secrels, lo delermine the validity and scope of the proprielary rights of others, or
to defend against claims ol infringement or invalidity. Such ltigation or delays in Jroouc
introductions or decisions lo discontinue developmen!, manulacture or sale of such products,
could result in substantial costs and diversion ol resources and could have a matenal adverse

effect on the Company’s business and operaung results.

Reliance on Dealar Network

A substantial portion ol the Companys ne! sales are made through i1s network of
independent dealers. The company laces inlense competition from other telephone system and
voice procdssing syslem manufacturers foi su'h Jealers’ business, as mosl of the Company's
dealers carry products which compete witr. th. Company's products. The Company has no
exclusive agreements wilh any of its dealers. The loss ol any signilicant dealer or group of
doalers, or any event or condition adversely affecting the Company's dealer network, could have a
material adverse elfect on the Company's business and operaling results

Risks of Providing Long Distance and Network Services

inter-Tel depends on a reliable supply of telecommunicalions services and information
trom several long distance carriers. Becauss It does not own lransmission facilities, the Company
relies on long distance camers for the provision of network senvices 1o the Company's cusiomars
and for billing informalion. Long dislance servicos are subject lo exlensive and unceramn
governmenial regulation on both the federal and state level There can be no assurance thal the
promulgation of certain regulations will nol adversely attect the Company's businass and operating
results. Contracts with the long distance carriers from which the Company currenlly ressils
services typically have a multi-year term in which the Company's prices are relatively lixed and
have minimum use requirements. There can be no assurance thal the Company will meel
minimum use commitments, will be able 1o negotiate lower rates with carners in the even! of any
decrease In end user rales or will be able to extend its conlracts with long dislance carriers at
prices favorable to the Company. The Company's ability to continue to expand its long distance
service oparations will depend an its ability lo continue lo secure reliable long dislance services
from a number of long distance carriers and the willingness of such carriers 1o continue 1o make
lelecommunications services and billing information available 1o the Company on lavorable terms

Dependence on Key Personne!

The Company is dependent on the conlinued service of, and ils ability 1o attract and retain,
qualified technical, marketing, sales and managerial personnel. The compettion lor such
personnel is intense, and the loss of any of such sarsons, as well as the fallure 1o recruit addiional
key technical and sales personnel in a timely man..ar, would have a material advarse efect on the
Company’'s business and operating results. There can be no assurance that the Company will be
able to continue to altract and retain the qualilied personnel necessary lor the development of ils

busingss,
Possible Volatility ol Stock Price

The Company believes that factors such as announcements of developments relating
10 the Company's business, fluctuations in the Company's operaling results, general conditions in




the telecommunications industry or the worldwide economy, changes in legislalion or regulalion
affecting the telecommunications industry, an outbreak of hoslities, a shortfall in revenue or .
eamings from securities analysis' expectations, announcemenis ol lechnological Innuvations or
new producis or enhancements by the Company or its compeltitors, developments in inlellectual
property rights and developments in the Company’s relationships with its customers and suppliers
could cause the price of the Company’s Common Stock to fluctuate, perhaps substantially. Many
of such faclors are beyond the Company's coatrel, In addition, in recent years the stock markel in
general, and the markel for shares ol technology stocks in particular, have experienced exirema
price fluctuations, which have often been unrelated to the operating performance of alfected
companies. There can be no assurance tha' the market price of the Company’'s Common Stock
will nol experence significant lluctuations in tr.a © 1.re, ncluding fluctuations thal are unrelated to

the Company’s performance
Coancentration of Ownership

As of December 31, 1886, the Company's Chairman of the Board of Directors and Chiel Execulive
Oiicer boneficially owned approximalely 21% ol 'he ouistanding shares of the Common Stock
As a resull, he has the ability lo exercise significant influence over all matters requinng
shareholder approval. In addition, the concenlration ol ownership could have the etfect of

delaying or prevenling a change in control of the Company.
DIRECTORS AND EXECUTIVE OFFICERS OF THE REGISTRANT

Name Age Position

Steven G. Mihaylo 53 Chairman of the Board of I
Directors and Chief . i
Executive Officer |

Thomas C, Parise 42 President and Chief
Operaling Otficer

Craig W. Rauchle 41 Executive Vice President

Ross McAlpine 45 President of Inter-Tel
Leasing, Inc.

Kurt R. Kneip 34 Vice Prasident, Chiel

Financial Olticer, Secretary
ard Assistant Treasurer

J. Aoben Anderson 60 Director
Gary Edens 55 Director
Maurice H, Esperselh 7 Director
C. Roland Haden 58 Diractor
Normman Stowt 39 Director

MR. MIHAYLO, the lounder of the Company, has served as Chairman ol the Board of
Directors of the Company since Seplember 168", as President from March 1084 unlil December
1984, and as Chief Executive Officer ol the Company since its formation in July 1989, Mr
Mihaylo also served as President of the Company from July 1969 until September 1883 and as
Chaiman of the Board of Direclors from July 1960 to Oclober 1082 Mr, Mihaylo also is a

director of MicroAge, Inc. and Microtest, Inc.

MR. PARISBE was elected President of the Company in December 1954, He has been
Senlor Vice President ol the Company since 1986. He Is also President of inter-Tel Integrated
Services, Inc, a wholly owned research and development, manufaciurng and distribution




subsidiary of the Company. Mr. Parise joined the Company in 1081 and became Branch
General Manager of the Phoenix Direct Sales Office in 1882. In 1583, he became the Mountain
Regional Vice President, and in January 1985 he was appointed Vice President ol Operations and
Sales Support. Mr. Parise also is a director ol Globe Business Resources, Inc.

MR. RAUCHLE was elected Executive Vice President in December 1994 He had been
Senior Vice Presiden! ol the Company and continues as President of Inter-Tel DataCom_ Inc.. a
wholly owned sales subsidiary of the Company. In addition, he currently serves the
Company and all subsidiaries in corporate strategic planning and mergers and acquisitions
activiles. Mr. Rauchle joined the Comp. yin 1979 as Brancn General Manager ol the
Denver Direcl Sales Office and in 1983 was apgointed the Central Region Vice President and
subsequently the Westemn Regional Vice President. From 1990 to 1992, Mr. Rauchle served as
Prosidont of Inter-Tel Communications, Inc.

M MCALPINE has served as Pre -Jent ol Inter-Tel Leasing, Inc., a8 wholly-cwned
subsiJiary of the Company, since April (93, He a'so served as Vice Prasiden! of Inter-Tel
Communications, Inc. from April 1891 to April 1992 and Treasurer since April 1992 He joined the
Company in July 1991 when Inter-Tel acquired Telecommunications Specialists. Inc  Pror 1o
joining Inter-Tel, Mr. McAlpine worked 17 y2ars in the leasing and hnancial services industry A
McAlpine holds an undergraduate degree in Accounting from Southwest Texas State University

MR. KNEIP has served as Vice President and Chiel Financial Officer of the Company
since Seplember 1993 He was elected Secrelary and Treasurer in October 1994, In May 1596
he was elected Assistant Treasurer, as Jonn Abbofl was elected Treasurer. He joined the
Company in May 1992 as Director ol Corporate Tax, after seven years with the accounting firm
of Emst & Young. Mr. Kneip is a Cenilied Public Accounlant, and holds an undergraduate
degree in Commercial Economics from South Dakola State University and a Masters
Degree in Prolessional Accountancy from .he University ol South Dakota

MR. ANDERSON was elected as a director ol the Company in February 1887 Mr
Anderson worked for Ford Molor Company from 1963 to 1983, serving from 1978 1o 1983 as
President of the Ford Motor Land Development Corporation. He served as Senior Vice President
CFO and a member of the Board of Directors of The Firestone Tire and Rubber Company from
1983 1o 1989, and as Vice Chairman of Bridgestone/Firestone, Inc. lrom 1989 through 1991 He
most recently served as Vice Chairman, CFO and a member of the Board ol Directors of the
Grumman Corporation from 1991 to 1994 Mr. Anderson is currenlly semi-relired, and he is an
aclive leade- in various business, civic and philanthropic organizations.

MR. EDENS was elected as a director ol the Company in October 1994, He has been a
broadcasting media executive from 1970 to 1494, serving as Chairman and Chiel Executive
Officer of Edens Broadcasting, Inc. from 1584 1o 1594 when thal corporation’s nine radio stalions
were sold. He presently is President of The Hanover Companies, Inc., an investment firm  He is
an active leader in various business, civic and philanthropic organizations

MR. ESPERSETH has been a direc.or of the Company since October 1886. Mr

Esperseth joined the Company in January 1983 as Senior Vice President-Research and
Development, afer a 32-year career with GTE, and served as Executive Vice Presiden ol
inter-Tel from 1086 to 1688. Mr. Esperseth retired as an officer of the Company on December 31,

DR. HADEN has been a director of the Company since 1983. Dr. Haden has been Vice
Chancellor and Dean of Engineering of Texas AAM University since 1983,  Praviously, he




served as Vice Chancellor ol Louisiana State University from 1691 10 1993, Dean of the
College of Engineering and Applied Sclences al Arizona State University hom 1989 10 1991,
Vice President for Academic Affairs at Arizona State University from 1987 to 1988, and Dean
of the College of Engineering and Applied Sciences from 1878 1o 1987 Dr. Haden holds a
doctoral degree in Electrical Engineering from the University ol Texas and has served on lhe
faculties of the University of Oklahoma and Texas A & M University.

MR. STOUT was elected a director of the Company in October 1994, Mr. Slout has been
Prasidant of Superite Block, a manufaciurer of concrele block since Febniary 1993, Prior therelo
he was employed by Bouhem-Fields, Inc. of Da :, Texas. a manulacturer of crushed stone, as
Chiel Executive OMicer from 1990 to 1993 ana .s Chiel Financial Officer from 1986 to 1930
Previously, Mr. Stout was a Certified Public Accountant with Coopers & Lybrand

The Board of Direclors has an Audt Committes and a Compensation Commitlen
The Audit Commitiee, consisting ol Direclors & “arson, Stout and Esperseth, is charged with
reviewing th. CTompany's annual audit and mee. with the Company's independen! audilors lo
review the Company’s internal conlrols and financial management practices. The Compensation
Commitiea, consisling of Messrs. Esperseth, Edens and Stoul, recommends 1o the Board of
Direclors compensation lor the Company’s key employees and adminislers the Company's slock
option plans,

ITEM 2. PROPERTIES

The Company maintains its corporate headquaners at 120 Narh 44lh Street, Suite 200,
Phoenix, Arizona pursuant to a lease that expires in 2000. It also mainlains s distnbution and
support operations in an 85,000 square oot building located in Chandler, Arizona pursuant to a
lease tha! expires in 2008. In addition, the Company leases sales and support offices In a total o
29 direct sales offices in the United States anc two localions overseas. The Company's
aggregate monthly payments under these [eases are currently $239.092. The Company
believes thal its existing faciliies are adequate lo meel its currenl needs and that additional or
altarnative space will be available as necessary in the future on commaearcially reasonable terms

ITEM 3. LEGAL PROCEEDINGS

The Company has no legal proceedings in process or pending lor which it believes an
unlavorable oulcome would have a maleral adverse impacl on the linancial position of the

Company.
ITEM4. SUBMISSION OF MATTERSTO A VOTE OF SECURITY HOLDERS

MNone,
PART I

ITEMS. MARKET FOR THE REGISTRANT'S COMMON STOCK AND
RELATED STOCKHOLDER MATTERR

The information required by this lem is incorporaled by reference 1o Exhibit 13 0 and
Page 38 ol the Company's 1886 Annual Repor o Shareholders.

0




ITEM 6. SELECTED FINANCIAL DATA

The inlormation required by this ltem is incorporated by reference to Exhibit 13 0 and
Page 18 of the Company’s 1896 Annual Report to Shareholders.

ITEM7. MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL
CONDITION AND RESULTS OF OPERATIONS

The information required by this Item is incorporated by reference 1o Exhibit 13.0 and
Pages 30 through 37 of the Companys 1896 Annual Repon to Shareholders

ITEM 8. FINANCIAL STATEMENTS AND SUPFLEMENTARY DATA

The information required by this ltem is incorporaled by reference to Exhibit 13.0 and
Pages 19 through 29 of the Company’s 1896 Annual Report lo Sharehoiders

ITEM9. CHANGES IN AND DISAGREEMENTL WITH ACCOUNTANTS ON
ACCOUNTING AND FINANCIAL DISCLOSURE

Not applicabla,

PART 1l

Certain information required by Part Il s omitled lrom this repon In that the Raogistran!
will file a definitive proxy statement pursuant lo Regulation 14A (the “Proxy Slatemenl®) not
later than 120 days aher the end of the fiscal year covered by Ihis Repon, and the inlormation

included therein is incorporated herein by reference
ITEM 10. DIRECTORS AND EXECUTIVE OFFICERS OF THE REGISTRANT

information with respect to directors and executive officers Is included al the and of
Part |, tem 1 on Pages 18 to 20 of this report under the caplion "Direclors and

Executive Officers of the Registrant "
ITEM 11. EXECUTIVE COMPENSATION

The information required by this llem s inccrporated by relerence 10 Pages 810 11
of the Company's Proxy Statement relaling 1o its 1997 Annual Meeling ol
Shareholders.

ITEM 12. SECURITY OWNERSHIP OF CERTAIN BENEFICIAL OWNERS AND
MANAGEMENT

The information required by this ltem is incorporaled by relerence o Pages 5 and 6 ol
the Company's Proxy Statemaenl.

ITEM 13. CERTAIN RELATIONSHIPS AND RELATED TRANSACTIONS

Mol applicablo.




PART IV

ITEM 14. EXHIBITS, FINANCIAL STATEMENT SCHEDULES, AND REPORTS
ON FORM 8-K

{(a) The following documenis are filed as pan of this Repon

1. Financial Statements

The follawing consolidated financial statem-..ls ¢ nter-Tel, incorporaled, and
subsidiaries, are incorporated by reference 10 Exhibit 13 0 and Pages 19 to 29 ol the

Company's Annual Repon:
Repor: of Emst & Young LLP, Independent 8_ditors
Consolidated balance sheets--December 3¢, 1956 and 19895

Consolidated stalements of income--years ended December 31, 1986,
1995 and 1984

Consolidated slalemants ol share holders' equily--years ended December
31, 1996, 1985 and 1964

Consolidated statements of cash liows--years gnded December 31,
1996, 1995 and 19984

Notes 1o consolidated financial stalernents

2. Financial Statement Schedules

The following consolidaled tinancial statement schedule of Inter-Tel, Incorporated, and
subsidiaries is filed as par of this Repon and should be read in conjunction with the
Consolidaled Financial Staterments of inter-Tel. Incorporated and subsidianes, and the

notles thareta.
Sehedule for the three years ended December 31, 1606
Page No
Schedule 11--Valuation and Qualityiny Accounts 27

Schedules not listed above have been omitted because they are not applicable or are not
required or the information required to be sel forth therein is included In the Consolidated
Financial Stalements or notes thereto

3. Exhibits
3.1(10) Articles of Incorporation, as amended.
3.2(18) By-Laws, as amended.

10.158{1) Registrant's form of siandard Distributlor Agreement




10.16(1)

10.34(2)

10.35(3)

10.37(3)

10.51(11)

10.52(15)

10.53(12)

10.54(12)

10.55(12)

10.56(13)
10.57(14)

10.58 (16)

Registrant's lorm of slandard Sarvice Agreement.

1984 Incentive Stock Option Plan and forms of Stock Option
Agreemenl,

Agreement between Ragistrant and Samsung Semiconductor
and Telecommunications Company, Lid. daled October 17,
1084,

Tax Delerred Savings =.an.

18680 Directors’ Stock Ophon Plan and form ol Stock
Option Agreement.

Inter-Tel, Incorporated ! ang-Term Incentive Plan and forms of Stock Option
Agreemaents.

Agreemen! between Registrant and Maxon Systems. Inc
dated February 27, 1687,

Agresment between Registrant and Vanan Tempe
Electronics Center dated February 26, 1991

Agreement between Registrant and Jetcrown Indusinat
Ltd. dated February 18, 1993

Employee Stock Cwnership Plan

Loan and Secunty Agreement dated December 16. 1954
between Bank One, Arizona, N.A and Registrant

Development, Supply and License Agreement between Registrant and
QUALCOMM dated January 17, 1996

(1} Previously filed with Registrant's Registration Statemen! on Form S-1 (File No. 2.70437)

{2) Previously filed with Registrant's Registration Stalement on Form S-B (File No. 2-94B805)

(3} Previously filed with Registrant's Annua! Acpont on Farm 10-K for the year ended November
30, 1984 (File No. 0-10211),

(10) Previously filed with Registrant's Annual Report on Form 10-K lor the year ended
December 31, 1988 (File No. 0-10211).

(11) Previously filed with Registrant's Registration Statement on Form S-B (File No. 33-40353)

(12) Previously filed with Registrant's Registration Statement on Form S-1 (File No. 33-70054)
(13) Previously filed with Registrant's Registration Statement on Form S-8 (Flle No. 33.73620).




(14) Previously filed with Registrant's Annual Report on Form 10-K for the year ended December
31, 1994 (File No. 0-10211). .

(15) Previously filed with Registrant's Proxy Statement dated March 23, 1994

(18) Previously filed with Registrant’s Annual Report on Form 10-K lor the year ended December
41, 1995 (File No. 0-10211).

(17} Filed herewith, excep! as noted
{b) Repons on Form B-K.
Nona.
{c) Exhibits.

11.1 Statement re. Computation of Per “are Earmings. (Page 28)

13.0 Excempts from Annual Repor 1o Security Holdars (not attached hetewith, a copy
of the excerpts of the Company's Annual Repor to Securnty Holders was hied
with the Securities and Exchange Commission and a complete copy of the
Annual Report is available upon request by wnting to Shareholder Relations,
Inter-Tel, Incorporated, 120 N. 44th Street, Suite 200, Phoenix, Anzona B5034)

240 Consent of Independent Auditors. (Page 29)

24.1 Power ol Attorney. (Page 26)

See ltem 14(a) (3} also.
{d) Financial Statement Schedules

The response to this portion of lem 14 is submitted as a separate
section of this repon See llem B




SIGNATURES

Pursuant 1o the requirements of Section 13 or 15(d) of the Secunties Exchange Act
of 1934, the Registrant, Inter-Tel, Incorporated, has duly caused Inis Report to be signed on
its behalf by the undersigned, thereunto duly authorized

INTER-TE. INC2RPORATED

5 Sleygn G Mihaylo
Ste.en G. Mihaylo
Chairman and Chiel Executive Officer

BY:

Dated: March 21, 1987




EXHIBIT 24.1-POWER OF ATTORNEY

KNOW ALL MEN BY THESE PRESENTS, that each person whose signature
appears below constitules and appoints Steven G. Mihaylo and Kunt R, Kneip, jointly and
severally, his altomeys-in-fact, each with the power of substitution, for him in any and all
capacities, to sign any amendments to this Report on Form 10-K, and lo file the same.
with exhibits thereto and other documents in connection therewith, wilh the Secunities and
Exchange Commission, hereby ratitying and c-*firming all that each of said attorneys-in-
fact, or his substitule or substitutes, may do or - a ise (o be done *y vinue hereol

Pursuant 1o the requirements of the Securities Exchange Act of 1934, this Repon
has been signed below by the lollowing persons ¢ behall of the Registrant in the capacities
and on the dates indicated.

Signature 1tlle Date
(411 Chairman and Chial March 21 1937
Steven G. Mihaylo Executive Officer
{5/ Vice President and March 21, 1997
Kurt R. Kneip Chial Financial Oticer
Director March 21, 1987

J. Robert Anderson
S/ Gary D, Edens Diractor March 21, 1857
Gary D. Edens

/ Director March 21,1997
Maurice H. Espersath
i = Directar March 21, 1987
C. Roland Haden
S/ Noman Slout Direclor March 21, 1997

Norman Slout




SCHEDULE Il - VALUATION AND QUALIFYING ACCOUNTS

(in thousands)
COL. A COL. B cOoLC CoL. D COL. E
ADDITIONS
Charged Charged 10
Balance al io Othar Charged to Balance
Beginning Cosis & Accounts Deductions at End ol
DESCRIPTION of Period  Expenses Describe Descrbe Pariod
Year ended December 31, 1996
Deducted from assel accounts:
Allowance lor doubul
accounts (4) 51622 51801 473 $61401) $1.096
Allowance lor leasa
accounts $1.513 $1.045 +(87)(2) SG45(1) $2.706
inventory allowance (4) $2.409 3609 al ) §2041(2) $2.079
Year ended Decambar 31, 1695
Deducted rom assel acCounts:
Allowance for doubtful
accounts (4) $11841 $814 571103 §24401) $182¢
Allowance for lease
accounts $1L1p8 5180 (713 5124(1) s1513
Inveniory allowance {4) $1.705 $1.109 - 5405{2) $2.492
Year ended December 31, 1584
Deducted from assel accounts:
Allowance lor doubtiuvl
accounts (4) 5704 721 1105131 514201} s
Allowance lor leaso
accounis s 5236 $105 (3 a4 51,194
Inventary allowance (4) $L237 5561 - 302 $1.795

(1) Uncollectible accounts written off, nel of recoveries.

(2] Inventory writien off,

{3) Reclassed between appropriale valuation and qualitying accounts

{4) Adjusted for pooling of Florida Telephone Syslems, Inc,
{5) Acquired in purchase of NTL Corporation (dba ComNel of Ohio)




EXHIBIT 111
STATEMENT RE: COMPUTATION OF PER SHARE EARNINGS
Years Ended December 31,
1286 1995 1994
{in thousands, excepl per share amounts)
PRIMARY
Average shares outstanding 2.890 11,528 10,671
Nel efect of dilutive siock ophions--
basad on the treasury stock method
using average market pnce 505 473 229
TOTAL 131295 12001 10500
Net income S.042 $i.499 5940
Nat incoma par share $E8 $.11 £.54
FULLY DILUTED
Avarage shares outstanding 12.880 11,528 10671
Net affect of dilutive stock oplions.-
basad on tha treasury stock mathod
using the year-and markel prce,
it higher than the average markel
price 207 496 229
TOTAL 1397 12024 10904
Nt income $3.042 51489 315940
Net income par share s.468 5.1 $_54

The Computation of Per Share Earmungs for all penods has been restated o reflec! the acquisition
ol Florida Telephone Systems, Inc. in May 1996, accounted for as a pooling of interests, in which

48,193 shares of common stock were issued
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EXHIBIT 23.0-CONSENT OF ERNST & YOUNG LLP, INDEPENDENT AUDITORS

We consent 1o the incorporation by reference on page 21 In this Annual Aepon (Form
10-K) of our report dated February 28, 1997 included in the 19968 Annual Report to Shr ~hri-nrs

of Inter-Tel, Incorporated.

Our audil also Included the financial statement schedule ol Inter-Teil, Incorporated
listed in ltem 14{a). This schedule is the resp - sibilty of the Company's management Our
responsibility is 1o express an opinion based upon ouf audits. In our opinion, the linancial
statement schedule relermed to above, when considered in relation 1o the basic linancial
slalements taken as a whole, presents faidy n all malerial respects the information set lorth

tharein

Wa also consent o the Incorpora.on Jy relerence in Regisiration Statement (Form 5-
3 No. 33-58161), Registration Statement (Form 5.3 Ho. 33-61437), Registration Statement (Form
S-3 No. 333-01735), ). Aegistration Statement (Form 5-3 No. 333-12433), Registration Slatemeant
(Form S-8 No. 2-94B05), Registration Statement (Form S-8 No. 33-40353), and in
Registration Statement (Form S-8 No. 33-73620) ol our report dated February 28, 1997, with
respect o the consolidated financial statements incorporated herein by relerence and our repon
included in the preceding paragraph with respect to the financial statement schedule included
in this Annual Repor (Form 10-K) of Inter-Tel, Incorporated

Phoenix, Arizona /S/ ERANST & YOUNG LLP

March 21, 19397
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PART I. FINANCIAL INFORMATION
INTER-TEL, INCORPORATED AND SUBSIDIARIES
CONDENSED CONSOLIDATED BALANCE SHEETS (Unauditea)

{In thousands) Marc 31, December 31,
1967 1996

ASSETS

CURRENT ASSETS
Cash and equivalents $41,842 £38,936
Accounts racaivabla - nat 20,568 28,858
Invenlories 21,060 21,280
Net investment in sales-loases 10,546 8,243
Prepaid expenses and other assels 8270 _1.008
TOTAL CURRENT ASSETS 109,287 105,465

PROPERTY & EQUIPMENT 11,953 11,189

OTHER ASSETS 13,907 _15.857

$135.147 $132611

LIABILITIES AND SHAREHOLDERS' EQUITY
CURRENT LIABILITIES

Accounts payable £ 7922 $8.915
Other curren! llabilitas J6.664 6,841
TOTAL CURRENT LIABILITIES 24,786 25,756
DEFERAED TAXES AND OTHER LIABILITIES 12,805 11,821
SHAREHOLDERS' EQUITY
Common slock 58,048 59,875
Relained aamings 38,134 35,464
Equity adjusiment for loreign
currency translation {503] {359}
87,579 84,980
Less raceivable from Employea
Stock Ownership Trust {231 (46)
TOTAL SHAREHOLDERS' EQUITY 97.556 94,924

S115.147 $122611




INTER-TEL, INCORPORATED AND SUBSIDIARIES . |

CONDENSED CONSOLIDATED STATEMENTS OF INCOME (Unaudited)

(In thousands, except Three Months Ended
par share amounts) March 31, 1897 March 31, 1996
NET SALES $50,322 £42,213
Cost of sales 28152 22.901
GROSS PROFIT 22170 19,312
Research & development 1.845 1,704
Selling, general, and administrative 16.052 13200
17.897 14,004
CPERATING INCOME 4273 4,408
Imterast and othar incoma 223 446
Interest axpense 71 (4]
INCOME BEFORE TAXES 4,489 4 850
Income taxes 1819 1.851
NET INCOME 526870 £2 899
MNET INCOME PER SHARE 220 522
Average number of shares
outstanding 13346 13293




INTER-TEL, INCORPORATED AND SUBSIDIARIES

CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS (Unaudited)

{In thousands)

OPERATING ACTIVITIES
NET INCOME
Adjusiments to reflect operating activities:
Depreciation and amonization
Changes in operating assels and liabilities
Other

NET CASH PROVIDED BY (USED IN)
OPERATING ACTIVITIES

INVESTING ACTIVITIES
Additions to property and equipment
Cash used in acquisition

NET CASH USED IN INVESTING
ACTIVITIES

FINANCING ACTIVITIES
Proceeds from exercise of stock options

NET CASH PROVIDED BY FINANCING
ACTIVITIES

INCREASE/(DECREASE) IN CASH
AND EQUIVALENTS

CASH AND EQUIVALENTS AT
BEGINNING OF PERIOD

CASH AND EQUIVALENTS AT
END OF PERIOD

Three Mounths Ended

March 31, 1997

$2670

1,089
(166)
1,795

5,368

(1.709)

73

2,807

March 31 1§5§

32,899

921
(7.230)
£.130

(1,280)

(1.597)
=

(1,587)

89

89

(2.788)

38,640

$20.822




INTER-TEL, INCORPORATED AND SUBSIDIARIES

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS (Unaudited)
March 31, 1897

NOTE A-BASIS OF PRESENTATION

The accompanying unaudited condensed consolidaled financial statemenis have been prepared
in accordance with generally accepled accounting principles for inlerim financial infarmation and
with the instructions 1o Form 10-Q and Rule 10-01 of Regulation S-X. Accordingly, they do nol
include all of the information and lootnotes required by generally accepled accounting principles
tor complete financial statements. In the opinic.: of management, all adjustmenis (consisting of
normal recurring accruals) considered necessary for a fair presentation of the results for the
interim periods presented have been included. Operating resulls foi the three months ending
March 31, 1997 are not necessarily indicative of the results thal may be expecied for the year
anded December 31, 1997. For further information, refer to the consolidated financial statements
and footnoles therelo included in the Company's annual report on Form 10-K for the year ended
December 31, 1896.

NOTE B-INCOME PER SHARE

Primary eamings per share assume that outstanding common shares were increased by shares
issuable upon the exercise of all outstanding stock options to which market price exceeds
exercise price less shares which could have been purchased with relaled proceeds.

in February 1987, the Financial Accounting Standards Board lssued Stalement No. 128, Eamings
per Share, which is required 1o be adopted on December 31, 1997, At that time, the Company will
be required to change the method currently used lo compute eamings per share and lo restate all
prior periods. Under the new requirements for calculating primary eamnings per share, the dilutive
effect of stock options will be excluded. The Impact is expected to result in an increase in primary
eamings per share for the first quarter ended March 31, 1897 and March 31, 1996 of $ 01 and
$.01 per share, respectively. The impact of Statement 128 on the calculation of fully diluted
eamings per share for these quarters is not expected 10 be material.

4]




PART L

ITEM 2. MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL
CONDITION AND RESULTS OF OPERATIONS

Overview

Inter-Tel is a single point of contact, full service solutions integrator providing AXXESS and
Axxen! digital business communication platforms. Axxussory Talk voice procassing plattorms, call
processing and woice processing software alo.g with varous other productivity enhancing
software applications, computer lelephone integration, and network services and long distance
calling services, as well as maintenance, leasing and support services. The Company’'s Common
Stock is quoted on the Nasdag National Market System under the symboi INTL.

This Report on Form 10-Q conlains forward-looking slalements within the meaning of
Section 27A of the Securities Act ol 1933 and Section 21E of the Securities Exchange Act of
1934. Actual results could differ materally from those projected in the forward-looking statements
as a result of many risk factors, including, without limitation, those set forth under “Factors That
May Affect Future Results Of Operalions™ balow.

Results of Operations

Met sales increased 19.2% to $50.3 million in the first quarter of 1997 from $42.2 million in
the first quarter of 1998. Sales lrom direct sales ulfices accounted for approximately $6.2 million
ol the Increase, while wholesale distribution sales decreased approximately $500,000. The
remaining increases occurred in long dislance sales and other oparations.

The following table sets forth selected statements of income data as a perceniage ol net
salas:
Three months and year

Ended March 31,
1967 1996
MNel sales 100.0% 100.0%
Cost of sales 859 243
Gross profit 44.1 457
Research and development a7 4.0
Selling, general and administrative 219 1.3
Operating income B.5 104
Interest and other income 0.4 11
Intarest axpanse 0.0 00
Incomae taxes 36 46
Net income 83% 6.9%

Gross profit for the first quarter of 1897 increased 14.8% to $22.2 million, or 44.1% ol nel
sales, from $19.3 million, or 45.7% of not sales, in the first quarter of 1896, Gross margin
decreased slightly compared to the first quarter of 1886, but was higher than the year ended
December 31, 1996 gross margin. The different sales mix of products and services, and sales
through ditferent distribution channels each impact the Company's gross margin. The Company
received higher margins from sales of AXXESS digital communication platforms, call processing
software and voice processing software, which were offsel by lower margins on sales through
dealer channels and sales of long distance calling sarvices.




Research and developmen! expenses for the first quarter of 1897 increased B.3% to $1.8
million, or 3.7% of net sales, from $1.7 million, or 4.0% of net sales, for the first quarter of 1896
This increase was primarily attributable to expenses relating to the continued development of the
AXXESS and Inter-Tel Ax..-n! s:ftware and systems, unified messaging and voice processing
software, Inter-Tel.Net and Vocal'Net server, and CTl applications. The Company expects that
rasearch and development expenses will continue to increase In absalute dollars as the Company
continues 1o develop and enhance existing and .ew lechnologles and products, These expenses
may vary, however, as a percentage of nel sales

Selling, general and administrative expenses In the first quarter of 1997 increased fo $16.1
million, or 31.9% of net sales, from $13.2 million, or 31.3% of net sales, in the lirst quarter of 1996.
This reflected increased selling, incentive, training and other compensation costs atiributable to
the increased sales through the Company’s dircct sales olices, additional personnel o suppon
the direct dealer network and expanded long dictance operations, and expenses associated with
the expansion of intemnational operations. In addition, the Company Increased its sales and
technical training staff, expanded its credit management group and madeo appropriate increases in
reserves for accounts receivable. The Company expects that selling, general and administrative
expenses will increase in absolute dollars, but may vary as a parcentage of nel sales.

Other income in both periods consisted primarily of interest income and foreign exchange
rate gains and losses and decreased in the first guarter of 1897 primanly due to differences in nel
foreign exchange rate gains and losses.

Net income for the first quarter of 1987 was $2.7 million ($.20 per share), compared to net
income ol $2.0 million ($.22 per shara) for the first quaner of 1896, a decrease of 7.9%

Inflation/Currency Fluctuation

Inflation and currency fluctuations have not previously had a material impact on Inter-Tel's
operations, Intemnational procurement agreemenis have traditicnally been denominaled in U.S,
currency. Morecver, a significant amount of contract manufacturing has been moved lo domestic
sources. The expansion of intemational operations in the United Kingdom and Europe and
anticipated increased sales in Japan and Asia and elsewhere could result In higher internaticnal
sales as a percentage of lotal revenues, but international revenues are currently not sig.icant.

Liquidity and Capital Resources

The Company continues 1o expand its diiect sales offices and dealer network, which has
required and Is expected 10 continue to require working capital for increased accounts receivable
and inventories. During the first three months of 1997, despite the expansion of the Company's
sales channels, including the integration of NTL Corporation, dba ComNet of Ohio, which was
acquired in November 1996, accounts receivable and invenlories decreased approximately
$650,000. This decrease refiects the Company’s moves to tighten credit on its customers and to
place stricter controls on inventory purchases. In addition, the Company's capilal expenditures
totaled $1.7 million In the first quarter of 1897. The Company infends to conlinue to make
significant capital expenditures during 1997, principally relating to improvement of the Company'’s
management information systems. At March 31, 1897, the Company had $41.8 million in cash
and equivalents, which represents an increase of approximately $2.9 million from December 31,
1996.




The Company has a loan agreement with Bank One, Arizona, NA. which provides for a
$7.0 million, unsecured revolving line of credit. The credit lacility Is annually renewable and is
available through July 31, 1897. Under the credit facility, the Company has the oplion to borrow at
a prime rate or adjusted LIBOR interest rate. The credit facility Is being used primarily to suppon
international letters of credh to suppliers,

During the third quarter of 1995, the Company completed a secondary stock offering. A
portion of the net proceeds from that offering have been used, and may continue to be used, to
finance strategic acquisitions or corporate allla~c3s. In April, 1997, the Company announced a
plan to repurchase up to 1,450,000 shares of its common stock, which may require significant
outlays of available cash.

The Company offers to its customers lease financing and other sarvices, including its
Totalease program, through its Inter-Tel Leasing subsidiary. The Company funds its Totalease
program in part through the sale to financial institutions of rental income streams under the leases.
Resold Totalease rentals totaling $75.8 million and $66.0 million remain unbilled at March 31,
1997 and December 31, 1896, respectively. The Company Is obligated to repurchase such
income sireams In the event of defaulls by lease customers and, accordingly, maintains reserves
based upon loss experience and past due accounts. Although the Company lo date has been
able to resell the rental streams from leases under the Totalease program prolfitably and on a
substantially current basis, the timing and profitability of lease resales could Impact the
Company’s business and operating results, particularly in an environmient of fluctuating interest
rates. If the Company Is required to repurchase rental streams and realize losses thereon in
amounts exceeding its reserves, its operating results will be adversely affected.

The Company believes that its working capital and credit facilities will be sulficient to fund
purchases of capital equipment, to finance cash acquisitions, and to repurchase shares of the
Company's common stock which the Company may consider and o provide adequate working
capital for the foreseeable future. However, to the extent that additional funds are requirad in the
future to address working capital needs and to provide funding lor capital expenditures, expansion
of the business or additional acquisitions, the Company will seek additional financing There can
be no assurance that additional financing will be available when required or on acceplabie lerms.

Factors That May Affect Results of Future Operations

in evaluating the Company's business, shareholders should carefully consider the following
factors in addition to the other information pre sented in this Form 10-Q.

Rapid Technological Change and Dependence on New and Timely Product
Introductions

The markel for the Company's softwzra, products and services s characterized by rapid
technological change and continuing demand for new products, features and applications.
Current competitors or new market entrants may develop new products or product features that
could adversely affec! the competitive position of the Company's products. Accordingly, the timely
introduction of new products and product features, as well as new talecommunications
applications, will be a key lactor in the Company's future success. Occasionally, new products
contain undetected erors or “bugs” when released. Such bugs may result lrom delects contained
in software products offerad by the Company's suppliers or other third parties that are intended to
be compatible with the Company's products, over which the Company has little or no control.
Although the Company seeks to minimize the number of bugs in its products by its tes! procadures
and strict quality control, there can be no assurance thal its new products will be ermor frea when




introduced. Any significant delay in the commercial introduction of the Company's products due to .
bugs, any design modifications required to comect bugs or any impairment of customer
salisfaction as a resull of bugs could have a material adverse etfect on the Company’'s business

and operating results. In addition, new products often take several months before their
manufacturing costs stabilize, which may adversely alfect operating resulls tor a period of time
following introduction.

During the pas! twelve months, the Company introduced ISDN on its AXXESS digital
communication platform, expanded the size ! the AXXESS and Inter-Tel Axxent platforms,
introduced a number of upgrades to its existing AXXESSORY Talk and IVX-500 voice processing
platiorms and announced the introduction of the Vocal'Net Servar product. In the event that the
Company were to fall to successfully Introduce new software, products or services or upgrades 1o
its oxisting systems or products on a regular and timely basis, demand for the Company's exisling
software, products and services could decline, « shich could have a material adverse effect on the
Compeany's business and operaling results. Add..ionally, there can be nc guaranty that future cosls
of accessibility, lack of capacity or voice transmission quality of the Internet will not adversely
affect the ablility ol the Company to deliver all Intemet products and services on a cost effective
basis. Thare can be no assurance that the Company will be able o successiully develop new
software, products, services, technologies and applications on a timely basls as required by
changing market needs or that new software or products or enhancemenis tharato, including its
recently announced products and upgrades, when introduced by the Company, will achieve
markel acceplance.

The Company has recenily developed and continues to develop products designed 1o
address the emerging marke! for the convergence of voice and data applications, or computer
telephony integration. If the computer telephony integration ("CTI"} market fails to develop or
grows more slowly than the Company anlicipates, or if the Company is unable lor any reason to

capitalize on this emerging marke! opportunity, the Company's business and operating resulls
could be materially adversely alfecled.

Dependence Upon Contract Manufacturers and Component Suppliers

Cerlain components used in the Company's digital communication platforms, including
cerlain microprocessors, integraled circuits, power supplies and volce processing interface cards,
are currenty avallable from a single source or limited sources of supply, and product availability
could be limited. In addition, the Company currantly manufaciures its products through a limited
number of contract manufacturers located in the United States, the Philippines and the People's
Republic of China. Foreign manufacturing lacilities are subject 1o changes in govemnmental
policies, imposition of tariffs and import restrictions and other factors beyond the Company's
control. Varian Associates, Inc. ("Varan®) cumrently manufactures a significant portion of the
Company's products at Varian's Tempe, Arizona facility, including substantially all of the printed
circult boards used in the AXXESS and Inter-Tel Axxent digital communications platforms. From
time 1o lime, the Company has experienced delays in the supply ol components and finished
goods, and there can be no assurance thal the Company will not experience such delays in the
future. The Company's reliance on third party manufacturers involves a number of additional
risks, including reduced control over delivery schedules, quality assurance and costs.  Any delay
in delivery or shortage of supply of components or finished goods from Varan or any othar
supplier, or the Company's inabiiity to develop in a timely manner alternative or additional sources
it and when required, could damage the Company's relationships with current and prospective
customers and could materally and adversely allect the Company's business and operating
results. The Company has no long term agreements with its suppliers that require the suppliers to
provide fixed quantities ol componenis or finished goods al sel prices. Thare can be no




assurance that the Company will be able lo continue to obtain components or finished goods In
sufficient quantities or quality or on favorable pricing and delivery lerms in the future.

Compaealition

The market for the Company's digital communications platforms is highly compelitive and
in racent pariods has been characterized by pricing pressures and business consolidations. The
Company’s competitors Include Lucen! Technologies and Northern Telacom Limited ("NorTel’). as
well as Comdial Corporation ("Comdial™), EXEC' ITONT Information Syslems. Inc. ("Execulone’),
Mitel Corporation (*Mitel”), Panasonic, Slemens ROLM Communications Inc. ("ROLM"), Toshiba
and others. The Company also competes against the regional Bell operating companies
(*RBOCS*). which offer systems produced by one or more of the aforementioned competitors and
also offer Centrex systems in which call processing facilities are provided through equipment
located in tho telephone company's central office. Competition by the RBOCs may increase
significantly in the future, as the RBOCs have taen granted the right to manufacture telephors
systems and equipment themselves and/or 1o bundle the sale of equipment with telephona calling
servicas.

The Telecommunication Act of 1886 and ATAT s announcement 1o divida itself into threse
enlerprises has had an impact on competiton in the communicalion industry. The
Telecommunication Act ol 1996 opened the market for telephone and cable lelevision services,
forcing telephone companies to open their networks 1o compelitors and giving consumaers a choice
ol local phone carriers. Conversely, local phone companies are now able to offer long distance
services. In addition, cable companies can now offer telephone services ard Internmetl access.
These changes will increase competition in the communication industry and will create additional
competition and opportunities in customer premise equipmenl as these new services and
interfaces become avallable. As the Company enters the markels for local lelephone service and
Intemet access, it will face additional competitiun from RBOCs and other providers, which have
larger marketing and sales organizations, significantly greater financial and technical resources
and a larger and more established customer base than the Company. In addition, RBOCs and
other providers have greater name recognition, more eslablished positions in the market and lung
standing relationships with customers. Therelore, there can be no assurance that the Company
will compete successfully in these markels.

In the market for voice processing applications, Including voice mail, the Company
competes against Centigram Communications Corporation (*Centigram®), Octel Communications
Corporation ("Octel”), Active Voice Corporation (*Active Voice®), Applied Voice Technology, Inc.
("AVT") and other competitors, Including telephone systems manufacturers such as Lucent
Technologies, NorTel and ROLM, which offer integrated voice processing systems under their
own label as well as through various OEM arrangements. Cerain ¢! the Company's compelilors
may achieve marketing advantages by bundling their voice processing equipment with sales of
telephone systems, or by designing their lelephone systems so that they do not readily integrate
with independent voice processing systems. Iniar-Tel expects that the development of industry
standards and the acceptance of open systems architectures in the voice processing market will
reduce technical barriers to market entry and lead to increased competition,

in the market for long distance services, the Company compeles against ATAT Comp., MCI
Telecommunications Corporation, Sprint Corporation and other suppliers, cerain of which also
supply the long distance calling and network services that the Company reselis. Although the
Company acquires a variety of long distance calling services In bulk from certain long dislance
carrers, there can be no assurance that tha Company will be able to purchase long dislance
calling services on lavorable terms from one or more of such providers in the luture. In addition, a
substantial majority ol prospective new long distance customers for tha Company currently




purchase long distance calling services from the Company's competitors. The Company believes .
that it is likely to face increased competition in the long distance calling services market as a result

of lelecommunications deregulation, which enables RBOCs lo supply long distance calling and
network services, and enables RBOCs and others 10 bundle long distance, local telephone and
wireless services. Moreove-, lhe Company expects to lace increased competition in the future
bacause low lachnical barriers to entry will allow new market enirants.

As Inter-Tel develops more server-ba.ed and CTI lelecommunications products, Intar-
Tel's competition will be the large computer .oftware companies, such as IBM (Lotus), and
Microsolt. In addition, the server-based lelephony, Intemet telephony and CTI markels have
shown increasing competition from small start-up soltware companies.

Many of the Company's competitors are substantially larger, and have significantly greater
financial and technical resources, name recogution and marketing and distnbution capabiliies,
than the Company. The Company expects Ul.al competition will continue 1o be intense in the
markets addressed by its products and services, and thiia can be no assurance ihal the
Company will be able to compate successtully in the future.

Management of Growth; Implementation of New Management Information Systems

The growth in the Company's business has placed, and is expected 1o conlinue 1o place, a
signiticant strain on the Company's personnel, managemen! and other resources. The
Company's ability to manage any future growth effectively will require it 10 altracl, traln, mativale
and manage new employees successfully, to integrale new employees into its overall operalions
and 1o continue to improve its operational, financial and management information systems

The Company implemented a new MIS system late in 1995. The MIS system significantly
affected many aspects of the Company's business, including its accounting, operations,
purchasing, salos and marketing functions. Since the dale of implementation, the Company has
experienced difficulty with the new MIS system software, which increased the Company's costs,
had an adverse effect on the Company’s ability to provide products and services 1o its cuslomers
on a timely basis and caused delays in coordinating accounting and financial results. During the
fourth quarter of 1096, the Company determined that the limitations of the existing system
software would preven! Inter-Tel from establishing an integrated and centralized dispatch and
telemarketing center.

As a result, during the fourth quaner ol 1996, the Company decided lo replace its MIS
system software with an integrated solution from a more established vendor and accordingly has
written off the software license and implementation cosls relating 1o the system software being
replaced. Inter-Tel has signed an agreement with a large, eslablished software and dalabase
vendor to Implement, maintain and support altemate MIS system software to be ulilized
throughout the Company. Inter-Tel believes that such action was necessary to allow for the
stability and growth of Inter-Tel.

The actions 1o replace the MIS system software could result in additional czsis and delays in
obtaining a fully functional MIS system, including but not limited to additional or slternate hardware
and software required, but not available in the cument system configuration, and additional
personnel, which could have a malerial adverse effect on the company's business and operating
results. In addition, implementation of this system software and the transition from the current
system software to the new information syslem software will require substantial financial
rasources and personnel. .




The Company has made stralegic acquisitions in the past and expects 1o continue to do so
in the future. Acquisitions require a significant amount of the Company’s management atlention
and financial and operational resources, all of which are limited. The integration of acquired
entities may also result in unexpected costs and disruptions, and significant fluctuations in, or
reduced predictability of, operating results from period to period. There can be no assurance that
an acquisition will not adversely affect the business relationships of the Company or the acquired
entity with their respective suppliers or customers. Further, there can be no assurance that the
Company will successfully integrate the acquired operations or achieve any of the Intended
benefits of an acquisition. The Company's failr: 1o manage its growth effectively could have a
inaterial adverse effect on ts business and operaung results,

Product Protection and Infringament

The Company's future success is dapendent in part upon its proprietary technology. The
Company relies principally on copyright and trade secret law and conlractual provisions lo prolect
its intellectual property. There can be no assurance that any copyright owned by the Company will
not be invalidated, circumvented or challenged or that the rights granted thereunder wii provide
competitive advantages 1o the Company. Further, there can be no assurance that others will not
develop lechnologies that are similar or supaerior 1 the Company's technology or that duplicate the
Company’s technology.

As the Company expands its intemational operations, effeclive intelieclual propery
protection may be unavailable or limited in certain foreign countries. There can be no assurance
that the steps taken by the Company will prevent misappropriation of its technology. Litigation
may be necessary In the future to enforce the Company’s inteliectual proparty rights, 1o protect the
Company’s trade secrets, to determine the validity and scope of the proprietary rights of others, or
o defend against claims ol infringement or invalidity. Such litigation or delays in product
introductions or decisions 1o discontinue development, manufacture or sale of such products,
could resull in substantial costs and diversion ol resources and could have a material adverse
effect on the Company's business and operating results.

Reliance on Dealer Natwork

A substantial portion of the Company's net sales are made through its network of
independent dealers. The company faces intense competition lrom other telephone system and
volce processing system manufacturers for such dealers' business, as most of the Company's
dealers carry products which compete witl. the Company's products. The Company has no
exclusive agreements with any of its dealers. The loss of any significant dealer or group of
dealers, or any event or condition adversaly alfecting the Company’'s dealer network, could have a
material adverse effect on the Company's business and operating results.

Risks of Providing Long Distance and Networ¥ Services

inter-Tel depends on a reliable supply of telecommunications services and information
from several long distance carers. Because it does nol own transmission lacilities, the Company
relies on long distance carrars for the provision of network services to the Company's customers
and for billing information. Long distance services are subject lo exiensive and uncerain
governmental regulation on both the federal and state level. There can be no assurance thal the
promulgation of certain regulations will not adversely affect the Company's business and cperating
results. Contracts with the long distance carriers from which the Company currently resells
services typically have a multl-year tarm in which the Company's prices are relatively fixed and
have minimum use requirements. There can be no assurance that the Company will mee!
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minimum use commitments, will be able to negotiate lower rates with carriers in the event ol any
decrease in end user rates or will be able to extend its contracts with long distance carrers at
prices favorable to the Company. The Company's ability 1o continue to expand its long distance
service operations will depend on its ability to continue to secure reliable long distance services
from a number of long distance carrers and the willingness of such carriers o continue 1o make
telecommunications services and billing inlormation available to the Campany on favorable terms.

Dependence on Key Personnel

The Company is dependent on the continued service of, and its ability to attract and retain,
qualified technical, marketing, sales and managerial personnel. The competition for such
personnel Is intense, and the loss of any of such persons, as well as the failure 1o recruit additional
key technical and sales personnel in a timely manner, would have a material adverse effect on the
Company’s business and operating results. The-e can be no assurance that the Company will be
able to continue to attract and retain the qualific 1 personnel necessary for the development of its
business.

Possible Volatility of Stock Price

The Company believes that factors such as announcemaents of developments relating
to the Company's business, fluctuations in the Company’s operating resulls, general conditions in
the telecommunications industry or the worldwide economy, changes in legislation or regulation
affecting the telecommunications Industry, an outbreak of hostilities, a shortfall in revenue of
eamings from securities analysts’ expectations, announcements of technological innovations or
new products or enhancements by the Company or Its competitors, developmants in inteliectual
property rights and developments in the Company’s relationships with its customers and suppliers
could cause the price of the Company's Common Stock to fluctuate, perhaps substantially. Many
of such factors are beyond the Company’s control. In addition, in recent years the stock marke! in
general, and the market for shares of technology stocks in particular, have experienced extreme
price fluctuations, which have oflen been unrelated lo the operating pedormance of aMected
companies. There can be no assurance that the market price of the Company's Common Slock
will not experience significant fluctuations in the future, including fluctualtions that are unrelated lo

the Company’s performance.
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Potential Fluctuations In Quarterly Resulls; Limited Backiog

The Company’s quarerly operating results depend upcn a variety of factors, including the
voiume and timing of orders received during the quarter, the mix of producis sold, mix of
distribution channels, general economic conditions, patterns of caplal  spending by
customers, the timing of new product announcements and releases by the Company and its
competitors, pricing pressures and the availability and cost of products and components from
the Company's suppliers. The Company's cusiomers typically require immediate shipment and
installation of platforms and software. As a res.'t, the Company has historically operated with a
relatively small backlog, and sales and operating resulls in any quaner are principally dependent
on orders booked and shipped in that quarter. Moreover, market demand for investment in
capital equipment such as digital communication platforms and associated call processing and
voice processing software applications is largely dependent on general economic conditions, and
can vary siguificantly as a result ol changing conditions in the economy as a whole. The
Company's expense levels are based in parl on expeclations of future sales and, if sales levels
do not meet expectations, operating results could be adversely affected. Because sales of
digital communication platforms through the Company's dealers produce lower grosz margins
than sales through the Company's direct sales organization, operating resulls will vary based
upon the mix of sales through direct and Indirect channels. Although the Company lo date has
been able lo resell the rental streams Irom leases under its Totalease program profilably and on a
substantially current basis, the timing and profitability of lease resales from quarier lo quarter
could impact operating resulls, particulary in an environment of fluctuating interest rales. Long
distance sales have, in recent periods, grown at a faster rale than the Company's overall net
sales and such sales have lower gross margins than the Company's core business. As a resull,
gross margins could be adversely affected in the event that long distance calling services
continue lo increase as a percentage of net sales. In addition, the Company Is subject to
seasonality in its operating results, as net sales for the first and third quariers are frequently less
than those exparienced in the fourth and second quarers, respectively. As a result of these
and other factors, the Company has in the past and couid in the fulure experience
fluctuations In sales and operating resultls on a quanerdy basis See "Management's
Discussion and Analysis of Financial Condition and Results of Operations.”

Concentration of Ownarship

As of March 31, 1997, the Company's Chalrman of the Board of Direclors and Chie! Executive
Officer beneficially owned approximately 21% of the outstanding shares of the Common Stock.
As a result, he has the ability to exercise significam influence over all matters requiring
sharsholder approval. In addition, the concentration ol ownership could have the eflect of
delaying or preventing a change in control of the Company.

INTER-TEL, INCORPORATED AND SUBSIDIARIES

PARTIl. OTHER INFORMATION

ITEM 1. LEGAL PROCEEDINGS-Not Applicable

ITEM2., CHANGES IN SECURITIES—Not Applicable

ITEM 3. DEFAULTS ON SENIOR SECURITIES—Not Applicable

ITEM4. SUBMISSION OF MATTERS TO A VOTE OF SECURITIES



@ ©
HOLDERS &

1. On April 23, 1897, at the Company’s annual meeting of shareholders, the
shareholders of the Company alacted the following directors, sach of whom was
a nominee of ti.« Con.pany:

Name Voles For Voles Withheld
Steven G. Mihaylo 10, 41,397 226,028
J. Robert Andarson 10,141,275 226,150
Gary D. Edens 10,141,247 226,178
Maurice H, Esperseth 10,135,247 232,178
C. Roland Haden 10,141 547 225878
Norman Stoul 10,140,747 226.678

2. The proposal to approve the Inter-Tel, Incorporated 1987 Long-Term
Incentive Plan received the foliowing votes:

Yotes For Percentage
For: 5,367,052 51.77%
Against: 2,692,039 25.07%
Abstain: 43,392 0.42%
Broker Non Vote: 2,264,942 21.84%

3. The proposal to approve the Inter-Tel, Incorporated Employee Stock
Purchase Plan received the following votes:

Votas For Bercentage
For: 7.4B4 178 T219%
Against; 549 BB6 5.30%
Abstain: 35218 0.34%
Broker Mon Vole: 2,208,142 22.17%

4. The proposal lo approve adoption ol an Amendmenl 1o Article IX,
Paragraph 1 of the Company’'s Resta.ad Articles of Incorporalion regarding
Indemnification received the following voles:

Votes For Percentage
For: 10,263,812 99.00%
Against: 62,621 0. 60%
Abstain; 40,892 0.40%
Broker Mon Vole: 0 0.00%




ITEM5. OTHER INFORMATION-Not Applicable

ITEM6. EXHIBITS AND REPORTS ON FORM B-K:

Exhibits:
11.1  Computation ol Eamings per Share
27 Financial Data Schedule

Reports on Form B-K:
Mo reports filed during quarer

SIGNATURES

Pursuant lo the requirements of the Securities Exchange Act of 1934, the
registrant has duly caused this report to be signed on its behall by the
undersigned thereunto duly authorized.

INTER-TEL, INCORPORATED

Dale May 13,1987 {8/ Steven G, Mihaylo
Steven G. Mihaylo
Chairman of the Board and
Chiel Executive Otficer

Date _ May 13, 1997 /Kyt R Knelp
Kurt R. Kneip

Vice Prasident and
Chie! Financial Officer
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EXHIBIT 11.1

STATEMENT RE: COMPUTATION OF PER SHARE EARNINGS

(In thousands excap! Three Months Ended
per share amounts) March 31, 1997 March 31, 1996
PRIMARY

Average shares outstanding 12.950 12821

Net alfect of dilutive stock oplions--
based on the treasury stock method

using average markel price 296 AT2
TOTAL 13346 13293

Net income $.2670 § 288
Per share amount $.20 $.22

FULLY DILUTED

Average shares outstanding 12,950 12,821
Net etfeci ol dilutive stock options—
based on the treasury siock method
using the quarter-end market price,
if higher than the average marke! price 396 543
TOTAL 131346 13364
Nel income $ 2670 $ 2099

Per share amount $.20 $.22
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. INTER-TEL, INCORPORATED AND SUBSIDIARIES

FINANCIAL DATA SCHEDULE
EXHIBIT 27

THIS SCHEDULE CONTAINS SUMMARY FINANCIAL INFORMATION EXTRACTED
FROM THE INTER-TEL, INCORPORATED AND SUBSIDIARIES FINANCIAL
STATEMENTS FOR THE QUARTER ENDED MARCH 31, 1867 AND IS QUALIFIEG IN

ITS ENTIRETY BY REFERENCE TO SUCH FINANCIAL STATEMENTS

ltem Number ltem Description ;
5-02(1) Cash and cash ilems 41843
5-02(2) Marketable secuntias 0
5-02(3)(a)(1) MNotes and accounts 'eceivable--irade 32802
5-02(4) Allowance for doublful accounls 3234
E-02(8) Invantory 21080
5-02(8) Tolal current assels 109287
5-02(13) Property, plant and equipment 28324
5-02(14) Accumulated depreciation 16371
5-02(18) Tolal assets 135147
5-02(21) Total current liabilities 24786
5-02(22) Bonds, morigages and similar debt 0
5-02(28) Preferred slock - mandalory redemption 0
5-02(29) Preferred stock - no mandalory redemption o
5-02(3) Common stock 50048
5-02(31) Other stockholders' equity areoa
5-02(32) Total liabilities and stockhoiders’ equity 135147
5-03(b)1{a) Net sales of langible products 50322
5-03(b)1 Total revenue 80322
5-03(b)2(a) Cost of tangible goods soid 28152
5-03(b)2 Total costs and expanses applicable 1o

sales and revenues 28162
5-03(b)3 Other costs and expenses o]
5.03(b)5 Provision for doubtful accounts and noles 0
5-03(b)(8) Interest and amoriization of debt discount 7
5-03(b)(10) Incoma belore laxes and other tems 4488
5.03(b)(11) Income tax expense 1819
5-03(b){14) Income continuing operations 2670
5-03(b){15) Discontinued operalions 1]
5-03(b)(17) Extraordinary items 4]
5-03{b){18) Cumulative effect-changes in

accounting principles 0
5-03(b)(19) Nel income 2670
5-03(b)(20) Eamings per share - primary 20
5-03(b){20) Eamings per share - fully diluted 20

1%
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PART |. FINANCIAL INFORMATION

INTER-TEL, INCORPORATED AND SUBSIDIARIES

CONDENSED CONSOLIDATED BALANCE SHEETS (Unaudited)

(In thousands)

ASSETS

CURRENT ASSETS
Cash and equivalents
Accounts receivable - nel
Inventories
Net investment in sales-leases
Prepaid expenses and other assels
TOTAL CURRENT ASSETS

PROPERTY & EQUIPMENT
OTHER ASSETS

LIABILITIES AND SHAREHOLDERS' EQUITY
CURRENT LIABILITIES

Accounts payable

Other curmant liabiiities

TOTAL CURRENT LIABILITIES

DEFERRED TAXES AND OTHER LIABILITIES

SHAREHOLDERS' EQUITY
Common slock
Retained samings
Equity adjustment for foreign
currency translation

Less:
Treasury stock at cost
Receivable from Empioyee
Stock Ownership Trust
TOTAL SHAREHOLDERS' EQUITY

June 30, Decamber 31,
ipe7 1896
§25673 $18.936

28,035 20,998
23,001 21,280

8,103 B.243
2.005 1.008
80,817 105,465
15,660 11,189
17.071 15,957
$122.548 $132011
10,814 28915
156330 16,841
26,144 25,756
13,837 11,821
80,115 50,875
39630 35 464
(520 (358]
99,225 94 G960
(15.458) -
= —{48)
83,767 84,534

$123.548 132611




INTER-TEL, INCORPORATED AND SUBSIDIARIES

CONDENSED CONSOLIDATED STATEMENTS OF INCOME (Unaudited)

{In thousands, excepl Three Months Six Months
per share amounts) Ended Juna 30, Ended Juna 30,
1997 1996 1997 _1996
MNET SALES $.4823 $43736 5105145 $85.049
Cost of sales 3. 422 24628 28,374 47,529
GROSS PROFIT 24 401 18,108 48,571 38,420
Research & development 2.1 1.661 3,079 3,365
Selling, general and administrative 17,138 13,138 33,191 26,338
19,273 14 769 37170 26.703
OPERATING INCOME 5,128 4300 5,401 8717
Interest and other income 545 517 B18 663
interest expense (17} (29} (24) (33)
INCOME BEFORE TAXES 5706 4797 10,185 0647
Income taxes 2.282 2.013 4,101 3,964
NET INCOME 2424 3704 §0084 32682
NET INCOME PER SHARE 326 3.2 $.46 §.43
Average number of shares

outstanding DA L8 12239 133




INTER-TEL, INCORPORATED AND SUBSIDIARIES
CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS (Unaudited)

{In thousands, except Threa Months Six Months
per share amounts) Ended June 30, Ended June 30,
1997 996 1997 1996
OPERATING ACTIVITIES
NET INCOME $3.424 $2.784 6,004 $5.683
Adjustments to reflect operating activiles
Depreciation and amortization 1.471 973 2.240 1,804
Changes in operating assels and labilites (1,279) (B.906) (1.445) (16,136)
Other 2439 -k 424 _2.695
NET CASH PROVIDED BY/USED IN)
OPERATING ACTIVITIES 5,755 (4.584) 11,123 (5.864)
INVESTING ACTIVITIES
Proceeds from disposal of property
and equipment 5 132 5 132
Cash used in acquisition - - (825) -
Additions to property and equipment (4.711) (873) (6420 (2.470)
NET CASH USED IN INVESTING
ACTIVITIES (4,708) (741) {7.240) (2.338)
FINANCING ACTIVITIES
Payments for repurchase of common stock (17.483) - {17,493) -
Proceeds from exercise of stock options 274 397 M7 486
NET CASH (USED INVPROVIDED BY
FINANCING ACTIVITIES (17218 /7T (17.146) 488
DECREASE IN CASH AND EQUIVALENTS (16,170} (4.028) (13.263) (7.716)
CASH AND EQUIVALENTS
AT BEGINNING OF PERIOD 41,0843 28852 38,935 39.640
CASH AND EQUIVALENTS

AT END OF PERIOD $25673 §IL924 328613 330024




INTER-TEL, INCORPORATED AND SUBSIDIARIES

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS (Unaudited)
June 30, 1997

NOTE A—BASIS OF PRESENTATION

The accompanying unaudited condensed consolidated financial statements have been
prepared in accordance with generally acceptod accounting principles for interim financial
information and with the instructions to Form 10-Q and Rule 10-01 of Regulation S5-X
Accordingly, they do not include all of the information and footnotes required by generally
accepted accounting principles for complete financial statemenis. In the opinion of
management, all adjustments (consisting of nomal recurring accruals) considered necessary
for a fair presentation of the results for the ir.'erim periods presented have been included
Operating results for the three and six months ended June 30, 1897 are not necessarily
indicative of the results that may be expecled for the year ending December 31, 1987 For
further information, refer to the consolidated financial statements and foolnotes therelo
included in the Company's annual report on Form 10-K for the year ended December 31,
1996.

NOTE B—INCOME PER SHARE

Primary earnings per share assume thal outstanding commaon shares were increased by
shares issuable upon the exercise of all outstanding stock options to which markel price
exceeds exercise price less shares which could have been purchased with related proceeds

In February 1997, the Financial Accounting Standards Board (ssued Statement No 128,
Earnings per Share, which is required to be adopted on December 31, 1987. Al that time, the
Company will be required to change the method currently used to compute eamnings per
share and lo restate all prior periods. Under the new requirements for calculating primary
earnings per share, the dilutive effect of slock options will be excluded. The impacl is
expecied to result in an increase in primary eamings per share for both the second quarter
and six months ended June 30, 1997 and June 30, 1996 of $.01 and $.01 per share,
respectively. The impact of Statement 128 on the calculation of fully diluted earnings per
share for these quarters is not expected lo be material

NOTE C—TREASURY STOCK

" During the second quarter of 1997, the Company initiated a stock repurchase program under

which the Board of Directors suthorized the repurchase of up to 1,470,000 shares of the
Company’'s common stock. The Company expended approximately $17.5 million for stock
repurchases in the second quarter of 1897, which was funded primanly by existing cash
balances. The Company reissued treasury shares with @ cost basis of approximately $2.0
million relating to stock option exercises and issuances. The proceeds received for the
treasury stock reissued was less than its cost basis. Accordingly, the difference has been
recorded as a reduction 1o retained eamings.




PART L

ITEM 2. MANAGEMENT'S DISCUSSION AND ANALYSIS OF
FINANCIAL CONDITION AND RESULTS OF OPERATIONS

Overview

Inter-Tel is @ single point of contact, full service solutions integrator providing AXXESS
and Axxent digital communication platforms, AvxessoryTalk voice processing platforms, call
processing software and voice processing scftwaro along with various other productivity
enhancing software applications, computer-telephony integration ("CTI"), network services
and long distance calling services, as well as maintenance, leasing and support services. The
Company's Common Stock is quoted on the Nasdaq National Market under the symbol INTL.

This Report on Form 10-Q contains forwerd-locking statements within the meaning of
Section 27A of the Securities Act of 1933 and Section 21E of the Securities Exchange Act of
1934. Actual results could differ materially from those projected in the forward-looking
statements as a result of many risk factors, including, without limitation, those set forth under
*Factors That May Affect Future Results Of Operations® below.

Results of Operations

Net sales for the second quarter of 1997 increased 25.3% to $54.8 million from $343.7
million in the second quarter of 1696. Net sales increased 22 3% to $105.1 million in the first
six months of 1997 from $85.9 million in the first six months of 19068. For the quarter and six
months ended June 30, 1997, sales from wholesale distribution and direct sales cffices
accounted for approximately $8.2 million and $13.4 million of the increases, respectively The
remaining increases occurred in long distance sales and other operations

The following table sets forth certain statement of operations data of the Company
expressed as a percentage of net sales for the penods indicated:

1997 1696 1897 1996

Nel Sales 100.0% 100.0% 100.0% 100.0%
Cost of Sales 555 563 25.7 553
Gross profil 44 5 437 443 447
Research and development 39 3n ase 39
Selling, general and

administrative 1.3 300 316 30.7
Operating Income 83 8o B89 101
Interest and other income 1.1 1.2 08 11
Interes! expense 0.0 0.1 0.0 -
income taxes 42 46 46

Net income 8.2% 6 4% g:iﬁ 6.6%




Gross profit for the second quarter of 1997 increased 27.7% 1o $24.4 million, or 44.5%
of net sales, from $19.1 million, or 43.7% of net sales, for the second quarter of 1896 Gross
profit increased to $48.8 million, or 44.3% of net sales, in the first six months of 18¢~ from
$38.4 million, or 44.7% of net sales, in the first six months of 1868, Gross margin increased
in the second quarter of 1897 primanly as a result of higher sales of AXXESS digital
communication platforms, call processing software and voice processing software as a
percentage of nel sales, which was offset in part by a higher percentage of sales through
dealers and increased sales of the Company's network services and long distance calling
services, which generally have a lower gross margin than sales of the Company's other
products,

Research and development expenses for the second quarter of 1687 increased to
$2.1 million, or 3.9% of net sales, from $1.7 million, or 3.8% of net sales, for the second
quarter of 1996. Research and development expenses increased to $4.0 million, or 3.8% of
net sales, in the first six months of 1887 from $7 4 million, or 3.9% of net sales, in the first six
months of 1896. The increases in absolute dollars in bath periods were primarily attributable
to expenses relating to the development and introduction of new products, including
continuing development and improvement of AXXESS digital communication platforms, call
processing and voice processing software, CTI products, unified messaging, and TCPNP
intranet and internet voice solutions (Vocal'Net and Inter-Tel net). The Company expects that
research and development expenses will continue lo increase in absolute dollars as the
Company continues to develop new software and to enhance existing technologies and
products. These expenses may vary, however, as a percentage of nel sales.

Selling, general and administrative expenses for the second quarter of 1997 increased
to $17.1 million, or 31.3% of net sales, from $13.1 million, or 30.0% of net sales, for the
second quarter of 1696. Selling, general and administrative expenses increased 1o $33.2
million, or 31.6% of net sales, in the first six months of 1897 from $26.3 million, or 30.6% of
net sales, in the first six months of 19906. The increases, both in dollars and as a percentage
of sales, for the quarter and six months ended June 30, 1897, were attributable in part to cosl
associated with increases in sales from the direct sales offices, which typically generate
higher selling, general and administrative expensas compared 10 sales through dealer
channels. The Company also has expanded its technical training staff, increased its
receivables reserves, and continues o hire and train additional sales personnel throughout
Inter-Tel's direct sales offices and lo provide additional marketing resources and sales
personnel for the expanded dealer network and for network services and long distance
services. Higher sales commissions were alro paid based upon increased levels of net sales.
The Company expects that selling, general and adminisirative expenses will continue 1o
increase in absolute dollars, but may vary as a percentage of net sales.

Other income in baoth periods consistod primanly of interest income and foreign
exchange rate gains and losses. Income from interest decreased slightly in both comparable
pariods of 1007 based on lower invested funds. Other changes are prnmarily due to
differences in net foreign exchange rate gains and losses.

Net income for the second quarter increased 23 0% to $3.4 million ($.26 per share)
compared to net income of $2.8 million ($.21 per share) for the second quarter of 1666, Net
income increased 7.2% o $6.1 million, or $ 46 per share, in the first six months of 1997 from
$5.7 million, or $.43 per share, in the first six months of 1996




Inflation/Currency Fluctuation

Inflation and currency fluctuations have not previously had a material impact on inter-
Tel's operations. International procurement agreements have iraditionally been denominated
in U.S. currency. Moreover, a significant amount of contract manufacturing has been moved
to domestic sources. The expansion of international operations in the United Kingdom and
Europe and increased sales, if any, in Japan and Asia and elsewhere could result in higher
international sales as a percentage of total revenues, but international revenues are currently
not significant.

Liquidity and Capital Resources

Al June 30, 1897, the Company nad $25.7 million in cash and equivalents, which
represents a decrease of approximately $13 3 milion from December 31, 1986 The
Company maintains a $7.0 million, unsecured revolving line of credit with Bank One, Anzona,
NA. The credit facility is annually renewable and is available through July 31, 1898 Under
the credit facility, the Company has the option to borrow at a prime rate or adjusied LIBOR
interest rate. Historically, the credit facility has been used primarily to suppont international
latters of credil to suppliers.

Net cash provided oy operating activities totaled $11.1 for the six months ended June
30, 1997, compared to net cash used by operating activities of $5.9 million for the same
period in 1996. The increase in cash generated was primarily the result of profitable
operations and reduced accounts receivable, which were partially offset by higher inventory
levels. During the first six months of 1997, accounts receivable decreased approximately
$663 000, while inventories increased approximately $1.7 million. Inventones increased in
part due to higher revenues and related requirements to support additional sales locations
The Company continues to expand its dealer network, which has required and is expected 1o
continue to require working capital for increased accounts receivable and invertones.

Net cash used in investing activities, primanily in the form of capital expenditures, was
$7.2 million and $2.3 million for the six months ended June 30, 1897 and 1998, respectively.
Capital expenditures and cash used in an acquisition totaled approximately $6.4 million and
$825,000, respectively, in the first six mon*hs cf 1897. The Company anticipates additional
capital expenditures during 1987, principally relating to expansion of facilities, equipment and
managemesl information systems used in operations.

Net cash used in financing activities tolaled $17.1 milion compared to net cash
generated of $486,000 for the same period in 1996, During the second quarter of 1997, the
Company initiated a stock repurchase program under which the Board of Directors authorized
the repurchase of up to 1,470,000 shares of the Company’s common stock. The Company
expended approximately $17.5 million for stock repurchases in the second quarter of 1997,
which was funded primarily by existing cash balances. The Company reissued treasury
shares with a cos! basis of approximately $2.0 million relating to stock option exercises and
issuances. The proceeds received for the treasury stock reissued was less than its cos!
basis. Accordingly, the difference has been recorded as a reduction to retained earnings




The Company offers to its customers lease financing and other services, including its
Totalease program, through its Inter-Tel Leasing subsidiary. The Ccmpany funds these
programs in part through the sale to financial institutions of rental income streams under the
leases. Resold lease rentals totaling $84.7 million and $66.0 million remain unbilled at June
30, 1997 and December 31, 1996, respectively. The Company is obligated to repurchase
such income streams in the event of defaults by lease customers and, accordingly, maintains
reserves based upon loss experience and past due accounts. Although the Company to date
has been able to resell the rental streams from leases under us lease programs profitably
and on a substantially current basis, the timina and profitability of lease resales could impact
the Company's business and operating results, particularly in an envircnment of fluctuating
interest rates and economic uncerlainty. If the Company is required lo repurchase rental
streams and realize losses thereon in amounts exceeding ils reserves, its operating results

will ba adversely affected.

The Company believes that its existin, working capial, anticipated cash flows from
operations and credit facilities will be sufficient to fund purchases of capital equipment,
finance cash acquisitions, repurchase shares of the Company's common stock which the
Company may consider and provide adequate working capital for the foreseeable future.
However, lo the extent thal additional funds are required in the future lo address working
capital needs and to provide funding for capital expenditures, stock repurchases, expansion
of the business or additional acquisitions, the Company will seek additional financing There
can be no assurance that additional financing will be available when required or on
acceplable terms.

Factors That May Affect Results of Future Operations

In evaluating the Company's business, shareholders should carefully consider the following
factors in addition to the other nformation presented in this Form 10-Q

Rapid Technological Change And Dependence On New And Timely Product Infroductions

The market for the Company's software, products and services is charactenzed by
rapid technological change and continuing demand for new products, features and
applications. Current competitors or new market entrants may develop new producls or
product features that could adversely affect the competitive position of the Company's
products. Accordingly, the timely introduction of new products and product features, as well
as new lelecommunications applications, will be a key factor in the Company's future
success. Occasionally, new products contain undetecled errors or “bugs” when released
Such bugs may result from defects contained in software products offered by the Company's
suppliers or other third parties that are intended lo be compatible with the Company's
products, over which the Company has litthe or no control. Although the Company seeks to
minimize the number of bugs in its products by its test procedures and sirict quality control,
there can be no assurance that its new products will be error free when introduced  Any
significant delay in the commercial introduction of the Company’s products due to bugs, any
design modifications required to correct bugs or any impairment of customer satisfaction as a
result of bugs could have a material adverse effect on the Company’s business and operating
results. In addition, new products often take several months before their manufacturing costs
stabilize, which may adversely affect operating results for a period of time following
introduction,




During the past twelve months, the Company introduced ISDN on its AXXESS digital
communication platform, expanded the size of the Inter-Tel Axxent platform, introduced a
number of upgrades to its existing AXXESSORY Talk and IVX-500 voice processing plaiforms
and announced the introduction of the VocalNet Server product. In the event that the
Company were to fail to successfully introduce new software, products or services of
upgrades to its existing systems or products on a regular and imely basis, demand for the
Company's existing software, products and services could decline, which could have a
material adverse effect on the Company’s business and operating results. Additionally, there
can be no guaranty that future costs of accessibility, lack of capacity or voice transmission
quality of the Internet will not adversely affect the ability of the Company to deliver all Internel
products and services on a cost effective basis. There can be no assurance that the
Company will be able to successfully develop new software, products, services, technologies
and applications on a timely basis as required Ly changing markel needs or that new software
or products of enhancements thereto, inclding fts recently announced products and
upgrades, when introduced by the Company, will achieve market acceplance.

The Company has recently developed and continues to develop products designed 1o
address the emerging market for the convergence of voice and data applications, or computer
telephony integration. If the computer telephony integration ("CTI") market fails to develop or
grows more slowly than the Company anticipates, or if the Company is unable for any reason
to capitalize on this emerging market opportunity, the Company's business and operating
results could be materially adversely affected.

Dependence Upon Contract Manufacturers and Component Suppliers

Certain components used in the Company's digital communication piatforms, including
certain microprocessors, integrated circuits, power supplies and voice processing interface
cards, are currently available from a single source or limited sources of supply, and product
availability could be limited. In addition, the Company currently manufactures its products
through a limited number of contract manufacturers located in the United States, the
Philippines and the People's Republic of China. Foreign manufactuning facilities are subject
to changes in governmental policies, imposition of tariffs and impor restrictions and other
factors beyond the Company's control. Varian Associates, Inc ("Varian™) currently
manufactures @ significant portion of the Company’s products at Varian's Tempe, Anzona
facility, including substantially all of the printed circuit boards used in the AXXESS and Inter-
Tel Axxent digital communications platforms From time lo time. the Company has
experienced delays in the supply of components and finished goods, and there can be no
assurance that the Company will not experience such delays in the future. The Company’s
reliance on third party manufacturers involves a number of additional risks, including reduced
control over delivery schedules, qualty assurance and cosis. Any delay in delivery or
shortage of supply of components of finished goods from Varian or any other supplier, or the
Company's inability to develop in a timely manner alternative or additional sources If and
when required, could damage the Company’s relationships with current and prospeclive
customers and could materially and adversely affect the Company’s business and operaling
results, The Company has no long term agreements with its suppliers that require the
suppliers lo provide fixed quantities of components or finished goods at sel prices. There can
be no assurance that the Company will be able to continue to obtain components or finished
goods in sufficient quantities or quality or on favorable pricing and delivery terms in the future.



Competition

The market for the Company’s digital communications platforms is highly competitive
and in recent periods has been characterized by pricing pressures and business
consolidations. The Coniganys competitors include Lucent Technoiogies and Northemn
Telecom Limited ("NorTel”), as well as Comdial Corporation (“Comdial’), EXECUTONE
information Systems, Inc. ("Executone”), Mitel Corporation ("Mitel). Panasonic, Siemens
ROLM Communications Inc. ("ROLM"), Toshita and others. The Company also compeles
against the regional Bell operating companies ("RBOCs"), which offer systems produced by
one or more of the aforementioned competitors and also offer Centrex systems in which call
processing facilities are provided through equipment located in the telephone company's
central office. Competition by the RBOCs may increase significantly in the future, as the
RBOCs have been granted the right to manufaciure telephone systems and equipment
thamselves and/or to bundie the sale of equipment with telephone calling services.

The Telecommunication Act of 1066 and the division of AT&T's operalions into three
enterprises has had an impact on competition in the communication industry. The
Telecommunication Act of 1986 opened the market for telephone and cable lelevision
services, forcing telephone companies to open their networks lo competitors and grving
consumers a choice of local phone carriers. Conversely, local phone companies arc now able
to offer long distance services. In addition, cable television operators can now offer telephone
services and Internet access. These changes will increase competition in the communication
industry and will creale additional compelition and opportuniles in cuslomer premise
equipment as these new services and interfaces become available As the Company
enters the markets for local telephone service and Internet access, it will face additional
competition from RBOCs and other providers, which have larger markeling and sales
organizations, significantly greater financial and technical rescurces and a larger and more
eslablished customer base than the Company. In addition, RBOCs and other providers have
greater name recognition, more established positions in the market and long standing
relationships with customers. Therefore, there can be no assurance thal the Company will
compete successfully in these markets.

In the market for voice processing applications, Iincluding voice mail, the Campany
competes against Centigram Communications Corporation  ("Centigram”), Octel
Communications Corporation ("Octel”), Active Voice Corporation ("Active Voice"), Applied
Voice Technology, Inc. ("AVT") and other competitors, including telephone systems
manufacturers such as Lucent Technologies (which has agreed 1o acquire Octel), NorTel and
ROLM, which offer integrated voice processing systems under their own label as well as
through various OEM arrangements. Certain of the Company’s competitors may achieve
marketing advantages by bundling their voice processing equipment with sales of lelephone
systems, or by designing their telephone systems so that they do nol readily integrale with
independent voice processing systems. Inter-Tel expects that the development of industry
standards and the acceptance of open systems architectures in the voice processing market
will reduce technical barriers to market entry and lead to increased competition

in tha market for long distance services, the Company competes against ATAT Corp .
MCI Telecommunications Corporation, Sprint Corporation and other suppliers, certain of
which also supply the long distance calling and network services that the Company resells.
Although the Company acquires a variety of long distance calling services in bulk from certain
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. long distance carriers, there can be no assurance that the Company will be able lo purchase
long distance calling services on favorable terms from one or more of such providers in the
future. In addition, a substantial majority of prospective new long distance customers for the
Company currently purchase long distance calling services from the Company's competilors.
The Company believes that it is likely to face increased competition in the long distance
calling services market as a result of telecommunications deregulation. which enables RBOCs

- to supply long distance calling and network services, and enables RBOCs and others to
' bundie long distance, local telephone and wireless services. Moreover, the Company expects
to face increased competition in the future becnuse low technical barriers to entry will aliow
new market entrants.

As Inter-Tel develops more server-based and CTI telecommunications products,
Inter-Tel will face competition from large computer software companies, including IBM
(Lotus), and Microsoft. In addition, the sarver-based telephony, internet! telephony and CTI
markets have shown increasing competiticn from small start-up software campanies

Many of the Company's competitors are substantially larger, and have significantly
greater financial and technical resources, name recognition and marketing and distribution
capabilities, than the Company. The Company expects that competition will continue to be
intense in the markets addressed by fs products and services, and there can be no
assurance that the Company will be able to compete successfully in the future

Management of Growth; Implementation ol New Management Information Systems

. The growth in the Company’s butiness has placed, and is expected 1o conlinue to
place, a significant strain on the Company's personnel, management and other resources
The Company's ability to manage any future growth effectively will require it to altract, train,
motivate and manage new employees successfully, 1o integrale new employees into its
overall operations and lo continue lo imprave its operational, financial and management
information systems.

The Company implemented a new MIS system late in 1485 The MIS system
significantly affected many aspects of the Company's business, including s accounting,
operations, purchasing, sales and marketing functions. Following the date of implementation,
the Company experienced difficulty with the new MIS system software, which increased the
| Company's costs, had an adverse effect on the Company's ability to provide products and
. services to its customers on a timely basis and caused delays in coordinating accounting and
financial results. During the fourth quarter of 1996, the Company determined that the
limitations of the existing system software would prevent Inter-Tel from eslablishing an
integrated and centralized dispatch and te'emarketing center.

As a result, during the fourth quarter of 1996, the Company decided to replace its MIS
system software with an integrated solution from a more established vendor and accordingly
wrote off the software license and implementation costs relating 1o the system software being
replaced. Inter-Tel signed an agreement with a large, estabished software and dalabase
vendor lo implement, maintain and support alternate MIS syslem software to be utilized

. throughout the Company.
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The actions to replace the MIS system software could result in additional costs and
delays in obtaining a fully functional MIS system, including but not limited to additional or
alternate hardware and software required, but not available in the current system
configuration, and additional personnel, which could have a matenal adverse effect on the
company's business and operating results. In addition, implemantation of this system
software and the transition from the curren! system software to the new information system
software will require substantial financial resources and personnel.

The Company has made strategic acquisitions in the past and expects o conlinue to
do so in the future. Acquisitions require a sign.ncant amount of the Company’s management
attenti.n and financial and operational resources, all of which are limited. The integration of
acquired entities may also result in unexpecled costs and disruptions, and significant
fluctuations in, or reduced predictability of, operuting results from period to perod There can
be no assurance that an acquisition will not acversely affect the business relationships of the
Company or the acquired entity with their res, ective suppliers or customers Further, there
can be no assurance that the Company will successfully integrate the acquired operations or
achieve any of the intended benefits of an acquisition. The Company'’s failure 1o manage ils
growth effectively could have a material adverse effect on its business and operating results.

Product Prolection and Infringement

The Company's future success is dependent in part upon its proprietary technology
The Company relies principally on copyright and trade secret law and contractual provisions
to protect its intellectual property. There can be no assurance that any copynght owned by
the Company will not be invalidated, circumvented or challenged or that the rights granted
thereunder will provide competitive advantages to the Company. Further, there can be no
assurance thal others will not develop technologies that are similar or superor lo the
Company’s technology or that duplicate the Company's technology

As the Company expands its international operations, effective intellectual property
protection may be unavailable or limited in certain foreign countries. There can be no
assurance that the steps taken by the Company will prevent misappropnation of its
technology. Litigation may be necessary in the future to enforce the Company’s intellectual
property rights, to protect the Company's trade secrets, to determine the validity and scope of
the proprietary rights of others, or to defend against claims of infringement or invalidity. Sucii
litigation or delays in product introductions or decisions to discontinue development,
manufacture or sale of such products, could result in substantial costs and diversion of
resources and could have a material adverse effect on the Company's business and
operating resuits.

Reliance on Dealer Network

A substantial portion of the Company's net sales are made through its network of
indepandent dealers. The Company faces intense competition from other telephone system
and voice processing system manufacturers for such dealers’ business, as most of the
Company's dealers cary products which compete with the Company's producis The
Company has no exclusive agreements with any of its dealers. The loss of any significant
dealer or group of dealers, or any event or condition adversely affecting the Company's dealer




network, could have a material adverse effect on the Company’'s business and operating
results.

Risks of Providing Long Distance and Network Services

Inter-Tel depends on a reliable supply of telecommunications services and information
from several long distance camiers. Because it does not own transmission facilities, the
Company relies on long distance carriers for the provision of network services to the
Company's customers and for billing information. Long distance services are subject to
extensive and uncertain governmental regulatiun on both the federal and state level There
can be no assurance that the promuilgation of certain regulations will not adversely affect the
Company’'s business and operating results. Contracts with the long distance carmers frou
which the Company currently resells services typically have a multi-year term in which the
Company's prices are relatively fixed and have minimum use requirements. There can be no
assurance that the Company will meet minimum use commitments, will be able o negolate
lower rales with carriers in the event of any decrease in end user rates or will be able to
extend its contracts with long distance carmiers at prices favorable lo the Company. The
Company's abiiity to continua to expand its long distance service operations will depend on its
ability to continue to secure reliable long distance services from a number of long distance
carriers and the willingness of such carriers to continue to make telecommunications services
and billing information available to the Company on favorable terms

Dependence on Key Personnel

The Company is dependent on the continued service of, and its ability to attract and
retain, qualified technical, marketing, sales ard managenal personnel. The competition for
such personnel is intense, and the loss of any of such persons, as well as the failure 1o recruit
additional key technical and sales personnel in a timely manner, would have a matenal
adverse effect on the Company’s business and operating results. There can be no cssurance
that the Company will be able to continue lo attract and retain the qualified personnel
necessary for the development of its business.

Possible Volatility of Stock Price

The Company believes that factors such as announcements of developments
relating to the Company’s business, fluctuations in the Company’s operating results, general
conditions in the telecommunications industry or the worldwide economy, changes in
legislation or regulation affecting the telecommunications industry, an outbreak of hostilities, a
shortfall in revenue or eamings from securties analysts' expectations, announcements of
tmmmmmmmmmammwmchmrum
competitors, developments in intellectual property rights and developments in the Company’s
relationships with its customers and suppliers could cause the price of the Company's
common stock to fluctuate, perhaps subsiantially. Many of such factors are bayond the
Company's control. In addition, in recent years the stock market in general, and the markel
for shares of technology stocks in particular, have expernenced extreme price fluctuations,
which have often been unrelated to the operating performance of affected companies. There
can be no assurance thal the market price of the Company's common stock will nol
experience significant fluctuations in the future, including fluctuations that are unrelated o the

Company's performance.




Potential Fluctuations In Quarterly Results; Limited Backlog

The Company's quarterly operating results depend upon a variety of factors, including
the volume and timing of orders received during the quarter, the mix of products sold, mix of
distribution channels, geucral wconomic conditions, patterns of capital  spending by
customers, the timing of new product announcements and releases by the Company and
its competitors, pricing pressures and the availabilty and cost of products and components
from the Company's suppliers. The Comnany's customers typically require immediate
shipment and installation of platforms and sohv-are. As a result, the Company has historically
operated with a relatively small backlog, and sales and operating resulis in any quarter are
principally dependent on orders booked and shipped in that quarter. Moreover, market
demand for investment in capital equipment such as digital communication platforms and
associated call processing and voice processing software applications is largely dependent on
general economic conditions, and can vary sinnificantly as = result of changing conditions in
the economy as a whole The Company’s expense levels are based in part on expectations
of future sales and, if sales levels do not mee! expectations, operating results could be
adversely affected. Because sales of digital communication platforms through the
Company's dealers produce lower gross margins than sales through the Company's
direct sales organization, operating results have varied, and will continue 1o vary based
upon the mix of sales through direct and indirect channels. Although the Company to date
has been able to resell the rental streams from leases under its Totalease program profitably
and on a substantially current basis, the timing and profitability of lease resales from quarter
lo quarter could impact operating results, particularly in an environment of fluctuating
interest rates. Long distance sales have, in recent periods, grown at a faster rate than the
Company's overall net sales and such sales have lower gross margins than the Company’s
core business. As a result, gross margins could be adversely affected in the event that
long distance calling services continue to increase as a percentage of net sales. In addition,
the Company is subject to seasonality in its operating results, as net sales for the first and
third quarters are frequently less than those experienced in the fourth and second quarters,
respectively. As a result of these and other factors, the Company has inthe past and
could inthe future experience fluctuations in sales and operating results on a quarterly
basis. See "Management's Discussion and Analysis of Financial Condition and Results of
Operations.”

Concentration of Cwniarship

As of June 30, 1997, the Company's Chairman of the Board of Direclors and Chiel Executive
Officer beneficially owned approximately 23% of the outstanding shares of the Commaon
Stock. As a result, he has the ability to exercise significant influence over all matters requinng
shareholder approval. In addition, the concentration of ownership could have the effect of

delaying or preventing a change in control of the Company.
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INTER-TEL, INCORPORATED AND SUBSIDIARIES

PART IL.
ITEM 1.
ITEM 2.
ITEM 3.

ITEM 4.

ITEM 5.

ITEM 6.

OTHER INFORMATION

LEGAL PROCEEDINGS—-Not Applicable

CHANGES IN SECURITIES-—-Not Applicable
DEFAULTS ON SENIOR SECURITIES--Not Applicable

SUBMISSION OF MATTERS TO A VOTE OF SECURITIES
HOLDERS - Not Applicable

OTHER INFORMATION - Not Applicable

EXHIBITS AND REPORTS ON FORM 8-K

Exhibits:

Exhibit 11,1 - Computation of Earnings Per Share
Exhibit 27.1 - Financial Data Schedule for June 30, 1997

Reports on Form B-K -- None

SIGNATURES

Pursuant to the requirements of the Securities Exchange Act of 1934, the registrant has
duly caused this report to be signed on its behalfl by the undersigned thereunio duly

authorized.
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INTER-TEL, INCORPORATED

Steven G. Mihaylo,
Chairman of the Board
and Ci.ief Executive Officer

Kurt R. Kneip,
Vice President
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STATEMENT RE: COMPUTATION OF PER SHARE EARNINGS

( Thousands except
per share amounts)
PRIMARY
Average shares outstanding
Net effect of dilutive stock
options—based on the
treasury stock method
using average market price
TOTAL
Net Income
Per share amount
FULLY DILUTED
Average shares outstanding
Net effect of dilutive stock
options--based on the treasury
stock method using the quarter-
end market price, if higher than
the average market price
TOTAL

Nel income

Per share amount

EXHIBIT 11.1

Three Months
Ended June 30,
1997 1996
12,719 12,874
413 337
13133 L2431
23,424 32,784
$.26 121
12,719 12,874
14 609
13,461 11483
424 ﬂ TE

=

Six Months
Ended June 10,
1997 1996
12,815 12.843
404 1 5]
11239 13,358
56,094 33,683
5.46 $4)
12,835 12,84)
42 609
!!!H? I;Hg;
36,094 35.68)
143 42




INTER-TEL, INCORPORATED AND SUBSIDIARIES
FINANCIAL DATA SCHEDULE (EXHIBIT 27.1)

THIS SCHEDULE CONTAINS SUMMARY FINANCIAL INFORMATION EXTRACTED
FROM THE INTER-TEL, INCORPORATED AND SUBSIDIARIES FINANCIAL
STATEMENTS FOR THE SIX MONTHS ENDED JUNE 30, 1997 AND IS QUALIFIED
IN ITS ENTIRETY BY REFERENCE TO SUCH FINANCIAL STATEMENTS

</LEGEND>
<MULTIPLIER>
<CURRENCY>
<TABLE>

=5

<PERIOD TYPE>
<FISCAL-YEAR-END>
<PERIOD-START>
<PERIOD-END>
<EXCHANGE-RATE>
<CASH>
<SECURITIES>
<RECEIVABLES>
<ALLOWANCES>
<INVENTORY>
<CURRENT-ASSETS>
<PPLE>
<DEPRECIATION=>
<TOTAL-ASSETS>
<CURRENT-LIABILITIES>
<BOMNDS=

<COMMON>
<PREFERRED-MANDATORY=
<PREFERRED>
<0OTHER-SE>
<TOTAL-LIABILITY-AND-EQUITY >
<SALES>
<TOTAL-REVENUES>
=CGS>

TOTAL-COSTS>
<OTHER-EXPENSES>
<LOSS-PROVISION>
<|NTEREST-EXPENSE>
<|NCOME-PRETAX>
<|NCOME-TAX>
=|MCOME-CONTINUING>
<DISCONTINUED>
<EXTRAORDINARY>
<CHANGES>
<NET-INCOME=>
<EPS-PRIMARY >
<EPS-DILUTED=>

1,000
US DOLLARS

<C>

6-MOS
DEC-31-97
JAN-01-97
JUN-30-87
1
25673
0
32456
3421
23001
goB17
33143
17483
123548
26144
0
60115
0
0
-520
123548
105145
105145
58574
58574
0
0
24
10185
4101
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NetSolutions' Technical and Managerial Capability

NetSolutions will provide telecommunications  wserviceso
throughout the State of Florida except where prohibited by law
through the resale of other registered companies'
telecommunications services. As a reseller, NetSolutions does not
own or control any transmission facilities. NetSolutions proposes
to operate as a "switchless reseller” and merely resell
telecommunications services of an underlying carrier. Through
these services NetSolutions purchases, it will utilize existing
equipment and facilities of other authorized carriers to provide
gervices. These pervices are fully described in Section 31 of the
Price List which has been enclosed aa Attachment C of this
Application. NetSolutions does not have personal knowledge of the
specific types of equipment, facilities or routes used by lits
underlying carriers.

NetSolutions is a company that is uniquely capable of
fulfilling all of its customers' telecommunications needs. It has
been providing resold long distance service since 1991 and has
grown to provide service in 26 states as well as interstate and
international service, Because it is owned by Inter-Tel,
Incorporated, a well-established and reputable company that has for
the last 25 years researched, engineered, produced, distributed,
inestalled and serviced telecommunications products and sysiems that
are among the most technologically advanced in the indust.y, Inter-
Tel NetSolutions, Inc. has at its disposal a considerable wealth of
technological expertise and resources.

In addition, as described below, the key personnel in the
NetSclutions management team possess the background and experience
necessary Lo ensure success in the resold telecommunications

industry:

STEVEN G. MIHAYLO, Chairman of the Board, President of Inter-Tel,
Incorporated. Founded Inter-Tel Incorporated (“Inter-Tel"] in 1963
and has established the company as one of the top three companies
in the interconnect industry. Inter-Tel researches, ~ngineers,
produces, distributes, installs and services technologically
advanced telecommunications equipment.

Steven Mihaylo has a degree in Business with emphasis in Accounting
and Finance, in addition to several years with the U.S5. Army.
Mr. Mihaylo's professional involvement does not stop with Inter-
Tel. Aside from his position with Inter-Tel, he is invelved with
the following organizations:

Board of Directors MicroAge, Inc.
Bpard of Directors Junior Achievement of Arizona
Member Young Presidents Organization




KURT KNEIP, Chief Financial Officer, Inter-Tel, Inc. and Vice

President, Inter-Tel NetSolutions, Inc. since September 19953,
Mr. Kneip joined Inter-Tel in May 1992 as director of Corporate
Tax, after seven years with the accounting firm of Ernst and Young.
Mr. Kneip is a certified public accountant, and heolds an
undergraduate degree in Commercial Economics from South Dakota
State University and a Masters Degree in Professional Accountancy
from the University of South Dakota.

JOHN J. O'BLOCK, Executive Vice President, Inter-Tel NetSclutions,

Inc. since March 1995. Mr. O'Block holds a Bachelor of Science
degree in accounting and is a licensed Certified Public Accountant
in Ohio. He also holds a Master of Business Administraticn degree
in finance and a Juris Doctor degree. He is a member of the Ohio
Bar. Mr. O'Block has over 25 years experience in business having
worked for a lift truck manufacturer for 20 years, ultimately
becoming the controller of the corporation. In 1988, he became the
Vice President/Chief Financial Qfficer of OMAC, Inc. In 1953, he
began working for Mihayle and Company, a public accounting firm.
In 1994, he began a consulting firm, O'Block and Associates.

MACKEY SELBIG, Vice President of Customer Service, Inter-Tel

NetSolutions, Inc. since May 1994. Ms., Selbig has been with Inter-
Tel NetSolutions since February 1992, managing the Customer Service
Department. Ms. Selbig attended the University of Albuquerque and
has over 25 years of experience in the telecommunications industry,
particularly long distance switching and networks with the GTE
Operating Company, telecommunications equipment manufacturing with
GTE Lenkurt, and five years with Siemens AG long distance diviaion.
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